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This  volume  is  a  part  of  the  evaluation  of  the  Professional  Standards 
Review  Organization  (fSr£>)  program  as  conducted  during  fiscal  year  1976 
and  1977  by  the  Office  of  Planning,  Evaluation  and  Legislation  (OPEL) 
of  the  Health  Services  Administration,  U.S.  Public  Health  Service, 
Department  of  Healch,  Education,  and  Welfare.     The  emphases  of  the 
evaluation  were  (1)  utilization  control,  quality  assurance,  and  cost- 
contai»inent  impacts  and  (2)  program  costs.     The  evaluation  was  conducted 
at  a  time  when  the  PSRO  program  was  in  an  early  stage  of  implementation. 
It  indicates  what  rmpact  the  PSRO  program  had  achieved  by  the  start  of 
1977,  provides  baseline  data  for  future  evaluative  work,  and  offers 
pilot  tests  of  numerous  quality  assurance  and  utilization  control  eval- 
uation methodologies.     Summarized  below  are  the  evaluation's  major 
findings . 

One  major  empirical  study  conducted  was  an  analysis  of  Medicare 
utilization  data  compiled  expressly  for  this  evaluation  by  the  Social 
Security  Administration.     The  Medicare  analysis  investigated  th^ 
effects  of  the  PSRO  program  on  hospital  days  of  care  per  1,000  enrollees, 
hospital  admissions  per  1,000  enrollees  and  average  length  of  stay. 
Eighteen  active  PSRO  areas  were  compared  to  twenty-six  matched  nonactive 
PSRO  areas.     No  aggregate  PSRO  effect  was  found  on  the  utilization 
variables  studied.     This  finding  implies  that  as  a  "treatment"  the  PSRO 
program  thus  far  has  not  differentially  affected  Medicare  utilization, 
when  compared  to  other  forms,  of  utilization  review  being  conducted  in 
non-PSRO  areas.    While  no  overall  relative  utilization  decrease  was 
'found,  individual  experiences  varied.     Some  of  the  organizations  were 
associated  with  lower  (favorable)  utilization  while  others  reflected 
higher  (unfavorable)  utilization  relative  to  their  matched  comparison 
areas.    Generalizations  from  this  data  to  the  future  program  which  will  cover 
the  entire  U.S.  would  be  tenuous,  due  to  the  unavailability  of  a  proper  random 
sample  of  the  total  203  designated  PSRO  areas. 


An  analysis  of  hospital  discharge  abstract  data,  primarily  derived  from 
the  Commission  on  Professional  and  Hospital  Activities' (CPHA)  Professional 
Activity  Study  (PAS)  system  found  a  very  small  relative  decrease  of  less 
than  0.1  day  in  overall  case  mix-r Ijusted  length  of  stay  for  Federal 
patients  in  PSRO  hospitals  using  this  abstracting  service.    When  the 
patient  records  were  sorted  by  payment  sources,  there  were  small,  but 
statistically  significant,  findings  with  respect  to  Medicare  and  Medicaid 
average  length  of  stay.     Smaller  (unfavorable)  decreases  in  case  mix- 
adjusted  length  of  stay  were  found  for  Medicaid  patients  in 
hospitals  under  PSRO  review  than  in  non-PSRO  comparison  hospitals.  In 
contrast,  greater  (favorable)  decreases  in  ALOS  were  found  for  Medicare 
patients.     It  was  also  found  that,  in  some  instances,  the  proportion 
of  longer  stays  in  PSRO  hospitals  experienced  a  relative  decline.  The 
analysis  also  indicates  greater  reductions  in  average  length  of  stay  in 
PSRO  areas  with  higher  supplies  of  long-term  care  beds. 

In  contrast  to  the  utilization  findings  presented  above  the  effectiveness 
of  the  PSRO  program  as  a  quality  assurance  mechanism  was  less  directly 


f 


! 


3B>gWfc*.%M.-w*r.  .......     .  .,  ..       -   1   ......  —  -    ■      '    i'  — '         — " 

ii 


measurable.     The  hospital  discharge  abstract  data  did  indicate,  however, 
that  PSRO  review  tends  to  be  associated  with  increases  in  case  mix 
severity  for  Medicaid  patients,  but  not  for  Medicare  patients.  This 
severity  finding,  while  tentative  because  of  methodological  reasons, 
does  suggest  that  PSROs  may  be  utilizing  bed  days  more  efficiently. 

Quality-oriented  components  of  the  PSRO  program  are  just  now  being 
implemented.    A  study  of  a  sample  of  medical  care  evaluation  studies 
(MCEs)  indicates  that  these  studies  have  been  effective  in  identifying 
and  correcting  problems  of  medical  care  in  hospitals.     The  number  of 
initial  audits  reported  has  grown  to  over  a  thousand  per  quarter,  but 
the  number  of  reaudits  reported  is  small. 

Profile  analyses  are  implemented  in  only  a  few  PSROs. 

With  respect  to  program  costs,  several  policy  options  were  considered, 
all  computed  in  1976  dollars.     Targeted  review  1/  is  the  policy  option 
currently  (1978)  in  force  in  the  PSRO  program.     The  cost  of  targeted 
review,  assuming  review  of  20%  of  all  Federal  patient  hospital  stays 
for  1976,  was  estimated  at  $184  million.  2/     In  contrast,  a  fully  implemented 
acute  care  PSRO  program  to  review  100%  of  Federal  patient  hospital  stays 
would  have  cost  approximately  $268.5  million  in  1976.    The  associated 
Federal  discharge  unit  costs,  including  costs  attributed  to  donated 
physician  time,  are  calculated  at  $18.31  for  delegated  PSRO  review  and 
$16.00  for  nondelegated  PSRO  review.  3 

The  PSRO  program  is  more  expensive  than  its  utilization  review 
predecessors.     The  cost  of  nationwide  implementation  of  the  original 
utilization  review  (UR)  regulations  was  estimated  at  $81.3  million 
for  1976,  while  nationwide  implementation  of  the  1974  revised 
draft  UR  regulations  in  1976  would  have  cost  about  $107.6  million. 

In  order  to  "recover"  its  costs,  a  100%  concurrent  review  PSRO  program 

would  have  to  reduce  utilization  rates  of  covered  populations  by  1.6  to 

2.05  percent.     For  a  20%  targeted  review  program,  corresponding  figures  would 

be  1.1  to  1.4%.     Study  findings  imply  that,  even  though  a  few  PSROs  have 

demonstrated  this  degree  of  cost-effectiveness,  the  PSRO  program  is  not 

now  cost-effective  and  thus  is  not  yet  serving  as  a  cost-con cainment  mechanism. 


—  i.e.,  review  of  less  than  100%  of  discharges. 
2/ 

—  The  20  percent  figure  was  an  arbitrary  choice  for  purposes  of  illustration, 
and  does  not  necessarily  reflect  an  appropriate  level  of  targeted  review  for 

the  PSRO  program. 

3/ 

—  These  figures  are  not  strictly  comparable  in  that  nondelegated  review 
Includes  only  concurrent  review,  MCE,  and  abstracting  costs,  while  delegated 
review  also   includes  the  costs  of  hospital  UR  committees  and  those  hospital 
general  administration  costs  which  are  allocatable  to  PSRO  review. 
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The  report  cautions  the  reader  against  reaching  final  conclusions  about 
the  program  since  the  evaluation  was  conducted  during  the  tine  the 
program  was  in  the  developmental  stage.     However,  the  data  suggest  that 
PSRO  implementation  alone,  without  other  changes  to  the  health  care  system, 
is  not  apt  to  cause  significant  changes  in  either  hospital  utilization 
rates  or  associated  governmental  expenditures.     The  potential  of  the  PSRO 
program  to  effectively  assure  the  appropriateness  and  quality  of  care 
rendered  in  hospitals  couLd  not  be  adequately  assessed  withxn  the  time- 
frame of  this  evaluation.    Therefore,  more  study  is  urged  in  several 
important  are?.s  as  program  development  and  implementation  is  continued. 
Many  issues  have  been  identified  in  the  course  of  the  evaluation  which 
should  be  of  value  in  deciding  on  the  direction  of  future  work. 
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1.     Introduction  and  Summary 

1.1  Objectives  of  This  Volume 

It  is  the  purpose  of  this  volume  to  provide  a  perspective  within  which 
to  view  the  overall  PSRO  evaluation.     By  means  of  a  review  of  the  current 
literature  and  other  sources  of  information,  Volume  II  seeks  to  present 
a  discussion  of  the  historical  and  environmental  context  of  the  PSRO 
program.     It  is  hoped  that  by  discussing  the  previous  control  efforts 
and  the  development  of  the  program,  PSRO  may  be  better  understood.  Through 
a  discussion  of  the  evaluations  of  previous  programs  and  the  methodologies 
used,  it  is  hoped  that  this  evaluation  may  be  better  understood. 

1.2  Summary 

The  PSRO  program  has  two  primary  aspects—quality  assurance  and  cost 
control.    Until  recently,  quality-related  efforts  have  been  limited  to 
quality  assessment  where  the  level  of  the  quality  of  health  care  services 
was  measured.     Lately,  quality  assurance  efforts  have  sought  to  improve 
the  quality  of  medical  care,  primarily  by  the  use  of  explicit  professional 
standards.    Although  price  increases  have  been  seen  as  the  primary  component 
of  health  expenditure  increases,  cost-related  efforts  have  generally  sought 
to  contain  costs  through  control  of  utilization.    Various  utilization 
review  programs  have  been  employed;  most  recently,  these  have  used  explicit, 
professionally  developed  norms,  standards,  and  criteria  to  assuie  the 
medical  necessity  of  care. 
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The  PSRO  was  developed  to  meet  many  of  the  deficiencies  of  the 
Medicare/Medicaid  Utilization  Review  program.     The  program  has  developed 
slowly  due  to  a  great  many  problems  inherent  in  implementing  such  a 
large,  complex  program.     There  has  been  some  confusion  in  the  program's 
development  caused  by  the  equivocal  objectives  of  cost-containment  and 
quality  assurance  that  could  influence  its  effectiveness. 

To  date,   the  program  is  partially  implemented  in  most  parts  of  the 
country.    Medical  Care  Evaluation  studies  have  lagged  behind  concurrent 
review  and  profile  analyses  are  just  beginning.    Areas  without  a  PSRO 
to  date  are  expected  to  have  a  Planning  PSRO  by  early  1978. 

The  evaluations  of  the  PSRO  predecessor  review  programs  were  subject 
to  many  data  and  measurement  limitations.    Generally  speaking, 
the  evaluation  of  programs  that  reviewed  utilization  for  necessity  and 
duration  of  care  were  inconclusive.     Several  were  of  questionable  value 
due  to  limited  scope  or  methodological  problems.     Cost-benefit  studies 
were  also  inconclusive.    Few  evaluative  efforts  were  performed  on  quality 
aspects . 

1.3    Organization  of  This  Volume 

This  volume  is  divided  into  seven  sections.    Section  2  discusses 
quality  assurance  and  the  PSRO  predecessors  that  sought  to  improve  the  . 
quality  of  medical  care.     A  similar  discussion  of  cost-containment  is 
?r3S3nt2d  in  section  3.     Section  4  discusses  the  development  of  the  PSRO 
program  and  the  factors  which  brought  about  its  current  structure  and 
operation.     Section  5  provides  a  description  of  PSRO  organizational  component 
review  activities,  and  the  growth  of  the  program  since  its  passage. 


Methodological  as- sets  of  peer  review  evaluation  are  discussed  in 
section  6.     This  includes  data  sources  and  limitations  and  ma r.  .urement 
variables  pertinent  to  such  evaluation  efforts  and  the  results  of  previous 
evaluation  efforts.     Finally,   the  OPEL  PSRO  evaluation  approach  is  discussed 
in  section  7,  discussing  the  available  data,  the  overall  design  and  the 
purposes  of  the  individual  studies. 

2.     Quality  of  Medical  Care 

In  OiTder  to  understand  recent  developments  in  quality  assurance 
programs  in  general,  and  the  PSRO  program  in  particular,  it  is  necessary 
to  have  a  historical  and  scientific  perspective  within  which  to  view 
results.    This  chapter  highlights  the  history  and  the  state-of-the-art  of 
quality  assessment  and  quality  assurance  activities. 

The  development  of  the  PSRO  program  represents  an  unprecedented  activity 
in  health  care  delivery  in  the  United  States.    As  one  distinguished  body 
of  researchers  notes: 

...assuring  the  quality  of  medical  care  is  a  major  innovation  in 
the  delivery  of  health  services  in  the  United  States.     Indeed,  no 
other  nation  has  embarked  upon  such  a  large  scale  effort  to  review 
the  quality  of  health  services.  1/ 

However,  as  innovative  as  the  program  is,  it  was  both  preceded  and 

precipitated  by  a  number  of  activities  throughout  the  public,  private 

and  research  sectors  of  the  health  services  community. 


1/  National  Academy  of  Sciences,  Institute  of  Medicine,  Assessing 
Quality  in  Health  Care:     An  Evaluation  (Washington,  D.C.:  National 
Academy  of  Sciences,  November  1976),  p.iii. 
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It  is  difficult,  to  arrive  at  a  common  understanding  or  definition 
of  the  word  "quality"  as  it  applies  to  health  care,  because  quality 
means  something  different  to  each  participant  in  the  health  care  process. 
Thus,  there  are  a  multitude  of  definitions  for  quality,  each  reflecting 
the  values  of  the  particular  interest  group  involved.    A  policy  statement 
by  the  Institute  of  Medicine  provides  an  overall  context  in  which  to 
view  quality: 

The  primary  goal  of  a  quality  assurance  system  should  be  to  make 
health  care  more  effective  in  bettering  the  health  status  and 
satisfaction  of  a  population,  within  the  resources  which  society 
and  individuals  have  chosen  to  spend  for  that  care.  1/ 

2.1    Quality  Assessment 

2.1.1  Quality  Assessment  vs  Quality  Assurance 

Attention  to  quality  aspects  of  health  services  have  actually 
involved  two  concepts,  quality  assessment  and  quality  assurance.  Quality 
assessment  refers  to  the  measurement  of  the  level  of  quality  in  a  particu] 
instance  of  the  provision  of  health  services.    Quality  assurance  is 
quality  assessment  plus  a  system  for  the  improvement  of  the  care  process." 
In  the  most  precise  use  of  the  term,  quality  assurance  means  a  formal, 
on-going  program  of  planning,  review,  feedback,  and  corrective  action 
having  a  goal  of  high  quality  health  care. 

2.1.2  Quality  Assessment  in  Health  Care 

When  the  term  "quality  assessment"  is  used  in  the  context  of 
the  health  services  system,  the  issue  of  what  measures  can  be  used  to 

1/National  Academy  of  Sciences,  Institute  of  Medicine,  Advancing 
the  Quality  of  Health  Care  (Washington,  D.C.:     National  Academy  of 
Sciences,  August  19  74)  . 
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assess  quality  is  inmediately  raised.     Is  quality  of  care  reflected  by 

the  qualifications  of  the  health  care  practitioner,   the  procedure  used 

for  a  specific  problem,  or  the  end  result  of  the  health  care?  These 

measures  represent  the  three  different  categories  of  data  which  describe 

the  health  services  system  in  operation.     Conventionally,   these  data 

1/ 

categories  are  referred  to  as  structure,  process,  and  outcome. 
Structural  data  describe  the  health  care  system's  facilities,  personnel, 
financing,  and  organization.    Process  data  describe  the  functioning  of 
the  system,  usually  the  physician's  practice  of  medicine.  Outcome 
data  describe  the  health  status  of  patients,  usually  only  the  short 
term  effects  of  medical  care.     Structural  data  are  the  easiest  and  least 
costly  to  collect,  while  outcome  data  are  the  most  difficult  and 
expensive.     However,  if  the  most  desirable  goal  of  health  care  is  improved 
health  status,  outcome  measures  are  the  most  direct  indicators  of  quality 
care. 

2.1.3    Quality  Assessment  Activities 

As  early  as  1858,  Florence  Nightingale  used  the  simplest  health 
status  indicators,  mortality  and  morbidity  to  describe  gross  deficiencies 

in  hospital  care.     The  history  of  quality  assessment  methods  in  the 

2/ 

health  field  is,  however,  sketchy  until  the  1950' s .-     A  few  pioneers 


'  1/Avedis  Donabsdian,  "Evaluating  the  Quality  of  Medical  Care,"  Mi lb ank 
Memorial  Fund  Quarterly,  XLIV  (No.  3,  Part  2,  1966),  166-203. 

2/E.E.  Flook  and  P.J.  Sanazaro,  eds.,  Health  Service  Research  and 
Development  in  Perspective  (Ann  Arbor,  Michigan:    Health  Administration 
Press,  1973),  pp.  20-21. 


like  Croves  (1908),  Cabot  (1912),  Codman  (1914),  Lee  and  Jones  (1933), 

Goldman  (1947),  and  Anderson  (1947),  and  two  professional  associations, 

the  American  Child  Health  Association  (1925,  1934),  and  the  American 

Public  Health  Association  (1926-1943),  reported  their  attempts  to  evaluate 
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the  quality  of  care. — ~      In  1956,  the  first  formal  proposal  for  the 

10/ 

development  of  explicit  process  criteria  and  standards  was  made  by  Lembcke. 


1/E.W.  Groves,  "A  Plea  for  a  Uniform  Registration  of  Operations 
Results."  British  Journal  of  Medicine,  Vol.  83  (1975),  pp.  761-770. 

2./R.C.  Cabot,  "Diagnostic  Pitfalls  Identified  During  a  Study  of  3,000 
Autopsies,"  Journal  of  the  American  Medical  Association,  Vol.  59  (1912), 
pp.  2295-2298. 

2/E.A.  Codman,  "The  Product  of  a  Hospital,"  Gynecology  and  Obstetrics, 
Vol.  18  (1914),  pp.  491-496. 

4/R.I.  Lee,  and  L.W.  Jones,  The  Fundamentals  of  Good  Medical  Care, 
CCMC~Report  No.  22  (Chicago:     University  of  Chicago  Press,  1933). 

5/F. Goldman,  "The  Adequacy  of  Medical  Care,"  Yale  Journal  of  Biology 
and  Medicine,  Vol.  19  (1947),  pp.  681-688. 

6/0. W.  Anderson,  Administration  of  Medical  Care:     Problems  and  Issues 
(University  of  Michigan,  Jchool  of  Public  Health,  Bureau  of  Health 
Economics,  Research  Series  No.  2,  1947). 

7/G.T.  Palmer,  Director  of  Study,  Health  Survey  of  86  Cities,  American 
Child  Health  Association,  Research  Division  (New  York:     J.J.  Little  and 
Ives  Company,  1925) . 

8/G.T.  Palmer,  Director  of  Study,  Physical  Defects  -  The  Pathways  to 
Correction,  American  Child  Health  Association,  Research  Division  (New 
York:     Lenz  and  Rilcher,  Inc.,  1934). 

9/ American  Public  Health  Association,  Committee  on  Administrative 
Practice, -Appraisal  Form  for  City  Health  Work  (New  York:     American  Public 
Health' Association,  1925,  1926,  1929,  1934). 

10/P.A.  Lembcke,  "Medical  Auditing  by  Scientific  Methods:  Illustrated 
by  Major  Female  Pelvic  Surgery,"  Journal  of  the  American  Medical  Association, 
Vol.  162  (1956),  pp.  646-655. 


He  also  provided  feedback  to  the  physicians  whose  care  he  had  evaluated. 

That  same  year,  Peterson  reported  the  results  of  an  analysis  of 

structural  and  process  measures.—    Fitzpatrick,  Riedel  and  Payne  applied 

21 

explicit  process  criteria  in  a  study  of  hospital  care  (1962)  .~  Outcome 

measures  were  not  often  applied  until  the  late  1960's.     Shapiro  set  the 

stage  by  reviewing  the  technical  problems  inherent  in  measuring  outcomes 
3/ 

(1967) .—    Thompson,  et  al,  applied  end  result  measures  in  an  assessment 

4/ 

of  medical  care  quality  in  1968.—    Williamson,  Alexander  and  Miller- 
proposed  a  precursor  to  quality  assurance  programs  by  suggesting  that 
continuing  medical  education  be  tied  to  the  results  of  patient-care 

research.     Developmental  efforts  have  been  underway  for  nearly  a  decade 
to  refine  an  approach  to  quality  assurance  using  outcome  criteria 

conceptually  integrated  into  a  problem-solving  feedback  model.  The 

originator,  Williamson,  termed  this  approach,  "Health  Accounting."-^ 


1/0. L.  Peterson,  L.T.  Andrews,  R.S.  Spain,  et  al,  "An  Analytical 
Study  of  North  Carolina  General  Practice,  1953-1954,"  Journal  of 
Medical  Economics,  Vol.  31,  No.  12,  Part  2  (1956). 

2/T.B.  Fitzpatrick,  D.C.  Riedel,  and  B.C.  Payne,  "Character  and 

Effectiveness  of  Hospital  Use,"  Hospital  and  Medical  Economics,  Vol.  1, 

edited  by  W.M.  McNerney  (Chicago:     Hospital  Research  and  Educational 
Trust,  1962),  pp.  449-526. 

3/S.  Shapiro,  "End  Result  Measurement  of  Quality  of  Medical  Care," 
Milbank  Memorial  Fund  Quarterly,  Vol.  45  (1967),  pp.  7-30. 

4/J.D.  Thompson,  D.B.  Marquis.   R.L.  Woodward,  et  al,  "End  Result 
Measurements  of  the  Quality  of  Obstetrical  Care  in  Two  U.S.  Air  Force 
Hospitals,"  Medical  Care,  Vol.  6  (1968),  pp.  131-143. 

5/J.W.  Williamson,  M.  Alexander,  and  G.T.  Miller,  "Priorities  in 
Patient  Care,  Research,  and  Continuing  Medical  Education,"  JAMA,  Vol  204 
(1968),  pp.  303-308. 
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Brown  and  Uhl  have  modified  this  concept  for  application  to  hospitals, 
piecing  emphasis  on  using  the  results  of  medical  audits  in  educational 

t-n,  acepcc;  chance.     It  has  become  widely 
pro-rams  and  conducting  reaudits  to  assess  cnange. 

known  as  the  "bi-cycle"  concept. 
2.2    Quality  Assurance 

Concern  with  assuring  the  quality  of  medical  care  is  probably  as 
old  as  medicine  itself.    Most  efforts  in  the  quality  field,  however, 
have  ended  at  quality  assessment.    Formal  programs  designed  to  improve 
quality  have  been  the  interest  of  practitioners,  third-party  payors 
(including  the  Federal  Government)  and  governing  bodies  (such  as 
hospital  boards) .    Physician  peer  control  has  been  exercised  via 
licensure,  certification,  control  of  privileges,  and  review  of  performance. 
Third-party  payors  have  set  up  programs-Che  bulk  of  which  review  claims-in 
an  attempt:  to  determine  the  medical  necessity  of  care.  Significant 
polity  assurance  progtams  prior  to  the  passage  of  the  PSRO  legislation 
are  described  below. 

The  first  significant  quality  assurance  effort  is  usually  attributed 
to  the  Flexner  Report  of  1910  evaluating  the  quality  of  undergraduate 
medical  education  in  the  United  States  and  Canada.^'  The  report  was 
instrumental  in  the  closing  of  sixty  medical  schools  by  1920.  This 
increased  the  quality  bf  graduating  physicians,  but  also  had  significant 

1/C  R  Brown,  Jr.  and  H.S.M.  Uhl,  "Mandatory  Continuing  Education, 
Sens!  or  Nonsense-  JAMA,  Vol.  213  (1970),  pp.  1660-1668. 

2/A.  Flexor,  "Medical  Education  in  the  United  States  and  Canada," 
Carnegie  Foundation  Bulletin,  V.o.  4.(19*0). 


\ 

\ 
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impact  on  physician  availability  in  this  century,  thereby  luting  access 
t0  care  for  some  segments  of  the  population.    This  early  effort,  deeded 
successful  as  a  quality  mechanism,  had  far-reaching  implications  for 
goals  of  equitable  distribution  of  and  access  to  care. 

Dr.  Ernest  Codman  of  Boston  performed  several  quality  related 
studies  in  the  1910's.    He  emphasized  the  importance  of  the  medical 
record  In  improving  care  and  urged  his  colleagues  to  evaluate  care 
based  on  outcomes.    His  work  was  instrumental  in  proving  records,  but 
Uttle  was  done  in  the  area  of  quality  assurance  by  health  outcomes. 

in  1918,  the  American  College  o£  Surgeons  established  its  Hospital 
Standaritation  Program,  designed  to  improve  the  quality  of  care  in 
hospitals.    Only  structural  standards--*. g.,  records,  equipment  and 
staff  qualifications-were  included  in  these  surveys,  however,  signifi- 
ed improvement  in  the  Nation's  hospital  facilities  was  accomplished, 
in  the  first  survey,  the  program  approved  only  13  percent  of  the  692 
hospitals  surveyed;  by  1950,  95  percent  of  2,429  hospitals  were  approved. 

The  American  Medical  Association,  the  American  Hospital  Association, 
the  American  College  of  Physicians,  and  the  American  College  of  Surgeons 
sponsored  the  founding  in  1952  of  the  Joint^Ms^n.Ac^^ 

r„0  uxcnital  Standardization  Program. 
of  Hospitals  (JCAH)  as  a  successor  to  the  Hospital  btan 

,    ,  „  poai  the  voluntary  attainment 

Although  this  organization  has  had  as  its  goal 

r  ,•  Tnarv  activity  over  the  last 

of  uniformly  high  standards  of  care,  its  primary  activ  y 


i 

j 
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25  years  has  been  to  survey  hospitals  using  structural  standards.  The 

Medicare  program  essentially  incorporated  the  JCAH  standards  as  one  of  the 

prerequisite  conditions  for  a  hospital's  participation  in  the  Medicare 

program.     Responsibility  for  applying  these  standards  was  delegated  to 
# 

the  States,  most  of  which  incorporated  this  certification  process  into 
their  licensing  procedures.     The  States  adopted  the  JCAH  approach,  using 
a  multidisciplinary  team  to  conduct  their  surveys  and  added  technical 
assistance  where  needed  by  the  hospitals  to  overcome  deficiencies. 

While  performance  standards  and  the  framework  for  regulatory  compliance 
were  being  established  through  professional  and  Federal  mechanisms,  a 
new  form  of  organization  was  emerging  in  the  health  field  in  the  1960's. 
This  was  the  medical  care  foundation,  often  considered  a  vehicle  for 
controlling  both  cost  and  quality.     The  foundation  serves  as  an  umbrella- 
type  organization  whose  members  are  physicians  in  conventional  office- 
based  practices.     The  foundation  contracts  with  fiscal  intermediaries  to 
carry  out  claims  review.     The  foundation  members  developed  both  administrative 
and  medical  criteria  and  standards,  and  served  as  review  physicians  on  a 
rotating  basis. 

The  prototype  model  for  foundation  claims  review  was  developed  by 
the  San  Joaquin  Foundation  for  Medical  Care  in  1968.     The  San  Joaquin 
model  employed  utilization  norms  and  various  automated  techniques  to 
display  patients'  encounters  with  the  medical  care  system  and  physicians' 
practice  patterns,  i.e.,  patient  and  provider  profiles. 


V 

\ 
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In  1970,  anticipating  the  passage  of  the  PSRO  legislation  with 
its  ensuant  massive  technical  and  organization  problems,  the  National 
Center  for  Health  Services  Research  and  Development  (NCHSR&D)  established 
the  Experimental  Medical  Care  Review  Organization  (EMCRO)  program  "to 
develop  [regionally-based]  working  models  which  coul 1  test  new 
approaches  to  the  objective  review  of  physicians'  services."    The  basis 
of  the  program  was  the  use  of  explicit  diagnosis-specific  admission, 
treatment,  and  overall  patient  management  criteria. 

Other  programs  also  reviewed  utilization  for  the  necessity  and 
duration  of  care.     The  Hospital  Admission  and  Surveillance  Plan  (HASF) 
sponsored  by  the  Illinois  State  health  department  reviewed  Medicaid 
utilization.     The  Pre-Discharge  Utilization  Review  (PDUR)  program  reviewed 
the  care  of  Medicaid  patients  at  one-half  of  the  hospitals  in  Allegheny 
County,  Pennsylvania.     Smaller  review  programs  were  sponsored  by  the 
Hospital  Utilization  Program  (HUP)  of  Western  Pennsylvania,  Blue  Cross 
of  Southwest  Ohio,  and  the  Genessee  Medical  Corporation  of  Flint,  Michigan. 

The  various  review  programs  do  not  lend  themselves  to  a  convenient 
classification  since  each  presents  a  unique  combination  of  characteristics. 
For  the  purposes  of  this  presentation,  the  programs  are  classified 
according  to  the  timing  of  the  review  mechanism  and  the  purpose  of  the 
program.     The  following  table  shows  these  categories  and  several  review 
programs . 


  -   ....-K^JWriK'^J-.^r  v  ■■-{•.Jls^.^WJWrS 
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TIME  OF  REVIEW 

PURPOSE 

PROSPECTIVE 
&  CONCURRENT 

CONCURRENT 

RETROSPECTIVE 

Utilization 
(necessity  and 
duration  of  care) 

CHAP 
HAPP 
HASP 

OSCHUR 
CONSERVE 
CAP 

BX  of  SW  Ohio 
Genessee 
PDUR 

Traditional 
Utilization 
Review 

Quality  of  Care 

PIPSRO 

UPRO 
GA  EMCRO 
MISS  EMCRO 

CHAP  -  Certified  Hospital  Admissions  Program  (Sacramento,  California) 
HAPP  -  Hospital  Admissions  Precertif ication  Program  (New  Mexico) 
HASP  -  Hospital  Admissions  and  Surveillance  Program  (Illinois) 
OSCHUR  -  On-Site  Concurrent  Hospitcl  Utilization  Review  (Utah) 
CONSERVE  -  Concurrent  On-Site  Evaluation  and  Review  Effort 


(Multnomah/Portland ,  Oregon) 
CAP  -  Colorado  Admissions  Program  (Colorado) 
PDUR  -  Pre-Discharge  Utilization  Review  (Pennsylvania) 
BX  of  SW  Ohio  -  Blue  Cross  of  Southwest  Ohio 
Genessee  -  Genessee  Medical  Corporation  (Flint,  Michigan) 
PIPSRO  -  Private  Initiative  in  PSRO 
UPRO  -  Utah  Professional  Review  Organization 
PDUR  -  Pre-Discharge  Utilization  Review  (Pennsylvania) 


u 
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One  other  program  merits  discussion.    In  1971,  the  American 
Hospital  Association  began  to  develop  the  Quality  Assurance  Program  (QA?) .— 
The  QAP  provided  early  guidelines  for  the  organization  and  administration 
of  a  quality  assurance  mechanism  for  individual  nospitals.    The  program 
was  voluntary  and  applicable  to  all  patients  in  the  hospital,  not  just 
the  beneficiaries  of  certain  payers.     It  was  composed  of  a  UR  Committee 
and  a  Medical  Audit  Committee  with  several  advisory  committees.  There 
were  five  elements  of  the  QAP:     (1)  precertif ication  of  elective  admis- 
sions,  (2)  a  preadmission  testing  program,  (3)  length  of  stay  certifica- 
tion,  (4)  length  of  stay  review,  and  (5)  discharge  planning. 

3.     Cost  Containment 

The  lif-ature  is  generally  in  agreement  that  the  PSRO  legislation 

was  prompted  mainly  by  Congressional  concern  with  the  soaring  health 

2-9/ 

care  costs  and  Medicare/Medicaid  program  cost  overruns.  The  program 


1/ American  Hospital  Association,  Quality  Assurance  Program  for  Medical 
Care  in  the  Hospital  (Chicago:     American  Hospital  Associatxon,  19/2). 

2/U.S.  Congress,  Senate,  Committee  on  Finance,  Medicare  and  Medicaid: 
HearTngs,  91st  Congress,  1st  session,  1969. 

2/U.S.  Congress,  Senate,  Committee  on  Finance,  Medicare  and  Medicaid: 
Problems,  Issues,  and  Alternatives,  91st  Congress,   1st  session,  1970. 

4_/Bonnie  Bullough,   "The  Medicare-Medicaid  Amendments."  Amarican  Journal 
of  Nursing,  LXXIII  (November  1973),  1926-27. 

5/Herman  Somers,  "Health  Care  1976:     Costs  and  Consequences,"  Annals  of 
Internal  Medicine,  LXXXIV  (February  1974),  p.  211. 

6/Karen  Levin  and  John  H.  Westerman,  "P.L.  93-603  -  Impact  on  Teaching 
Hospitals,"  Hospital  Medical  Staff,   III   (February  1974),  o.  1-2. 

2/Martin  G.  Dale,   "PSRO:     A  Primary,"  Journal  of  the  American  Medical 
Association,  CCXXIX  (July  8,  1974),  p.  158. 

8/Wallace  F.  Bennett,   "The  PSRO  Amendment,"  Rhode  Island  Medical  J:-uma 
LVII~( January  19  74),  p.  16. 

9/Pobert  J.  Haeaertv.  "Quality  AsP'>r=mc°-     The  ?oad  to  PSRO  anc5  TJeyond, 

Pediatrics,  LIV  (July  19  74),  p.  91. 
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was  develoDed  as  a  means  of  limiting  the  Federal  Government's  expenditures 
for  health  care  services  under  the  Social  Security  Act.    This  section 
discusses  the  cost  containment  aspects  of  the  program. 

3.1    The  Problem  of  Rising  Health  Care  Expenditures 
3.1.1  Expenditures 

In  1976,  8.6  percent  of  the  United  States'  Gross  National  Product 
or  $139.3  billion  was  spent  on  health.    This  was  a  per  capita  expenditure 
of  $638.—''  Over  40  percent  of  this  outlay  was  made  by  Federal,  State,  and 
local  governments. 

Hospital  expenditures  were  the  greatest  single  factor  in  both 

total  expenditures  and  Federal  expenditures.     The  past  twenty-five 

years  have  seen  annual  expenses  of  short-term  non-federal  hospitals  in  the 

U.S.  rise  from  $2.12  billion  to  $39.11  billion.    From  1950  to  I960,  there 

was  an  average  yearly  Increase  of  $349.7  million;  from  1960  to  1965, 

there  was  an  average  yearly  increase  of  $706.9  million;  and  from  1965 

2/ 

to  1975,  there  was  an  average  yearly  increase  of  $2,996.3  million, 
(see  Figure  1.) 

3.1.2    Components  of  Rising  Health  Care  Expenditures 

The  literature  has  sought  to  analyze  rapidly  rising  hospital 

expenditures  to  identify  the  components  and  causes  of  the  high  costs. 

Several  factors  have  been  noted.     They  include  increases  in  the  price 

1/U.S.  Department  of  Health,  Education,  and  Welfare,  Social  Security 
Administration,  "National  Health  Expenditures:  Fiscal  Year  1976."  Social 
Security  Bulletin,  by  Robert  M.  Gibson  and  Mar j orie  S.  Mueller,   (April  19  7 
pp.  3-8. 

2/  American  Hospital  Association,  Guide  to  the  Health  Care  Field: 
1976  Edition  (Chicago:     American  Hospital  Association,  19  76)  p.  8. 
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of  services  due  to  inflation,  wage  increases,  more  numerous  and  costly 
technological  inputs,  changes  in  the  composition  of  the  hospital  product, 
reimbursement  policies,  supply  pressures,   the  peculiarities  of  health 
sources  supply  and  demand,  and  utilization. 

The  staff  of  the  Senate  Finance  Committee  attributed  the  rapidly 
increasing  costs  of  Medicare  and  Medicaid  to  two  factors:     an  increase  in 
the  unit  costs  of  health  care  services  such  as  physicians'  visits, 
surgical  procedures,  and  hospital  days  and  an  increase  in  the  number  of 
services  provided  to  beneficiaries.—''  The  staff  made  no  distinction  of 
one  factor  being  more  instrumental  in  the  increase  than  the  other.  Both 
factors  were  addressed  in  its  legislative  recommendations. 

Somers  and  Somers  suggested  that  increased  hospital  costs  were 
composed  of  three  factors:     "improved  quality,  increased  use,  and  rising 
prices."  -      They  did  not  take  issue  with  the  first  factor,  but  cautioned 
against  confusing  quality  with  comprehensiveness,  noting  that  every  hospital 
does  not  need  a  full  range  of  services.    While  the  two  remaining  factors 
were  both  seen  as  undesirable  and  being  key  factors  in  the  rapidly 
increasing  costs,  prices  were  identified  as  being  much  more  responsible 
than  utilization. 

1/U.S.  Congress,  Senate  Committee  on  Finance,  Background  Material 
Relating  to  Professional  Standards  Review  Organizations  (PSROs), 
93rd  Congress,  2nd  session,  1974,  p.  3. 

2/Herman  M.  Somers  and  Anne  R.  Somers,  Medicare  and  the  Hospitals: 
Issue's  and  Prospects  (Washington,  D.C.:     The  Brookings  Institution,  1967), 
p.  223. 
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Andersen,  et  al  examined  the  contributions  of  price  and  use  to 
health  expenditure  increases."''  Their  findings  indicated  that  prica 
increases  contributed  substantially  more  to  increased  health  expenditures 
than  increases  in  use.     The  largest  component  of  the  price  increases 
was  hospital  price  increases,  followed  by  drug  price  increases.     In  order 
of  their  contribution  to  overall  use,  increases  were:     hospital  use, 
drug  use,  and  physician  use.     The  authors  suggested  that  Medicare/Medicaid 
had  accelerated  price  and  use  increase  trends  that  were  already  taking 
place. 

3.2    Control  of  Costs  »■• 

3.2.1    Types  of  Cost  Control  Mechanisms 

In  past  decades,  there  has  been  increased  activity  in  both  the 
private  and  public  sectors  to  find  effective  mechanisms  to  control 
costs.     One  author  offers  the  following  categorization  of  cost  control 
mechanisms  in  the  health  care  system: 

(1)  cost  control  methods  used  by  institutions/providers, 

(2)  cost  control  methods  used  by  risk  bearing  organizations, 

(3)  cost  control  via  public  regulation,  and  2/ 

(4)  cost  control  via  delivery  systems  changes  — ' 


1/Ronald  Andersen,  Richard  Foster,  and  Peter  Weil,  "Rates  Correlates 
of  Expenditure  Increases  for  Personal  Health  Services:    Pre-  and  Post-Medicare 
and  Medicaid,"  Inquiry,  XIII  (June  1976),  p.  136-144. 

2_/Stanley  Werlin,  "Cost  Control  Methods  in  Health  Care  Delivery",  in 
PSROT  Organization  for  Peer  Review,  ed.  by  Barry  Decker  and  Paul  Bonner 
(Cambridge,  Massachusetts:     Ballenger  Publishing  Company,  1973),  pp.  132-173. 
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Within  this  framework,  cost  control  methods  at  the  institutional 
level  would,  for  example,  include  financial  administration,  automated 
techniques,  shared  services,  and  paramedical  personnel.    A  financial 
administration  plan  would  include  management  techniques  such  as  the  use 
of  budgeting  and  cost  accounting  techniques  by  the  administration  of 
the  institution.    Automated  techniques  refer  to  computer  applications 
to  business  operations,  patient  care,  diagnostic  procedures,  etc.,  plus 
such  techniques  as  automated  multiphasic  screening  for  efficiency.  Direct 
reduction  of  costs  can  be  accomplished  through  inter-institutional  sharing 
of  services  and  use  of  paramedical  personnel. 

Methods  used  by  risk-bearing  organizations  are  those  fostered 
by  third-party  payers.     These  include: 

•  Cost-sharing,  utilizing  deductibles,  coinsurance,  copayments,  and 
indemnities  to  deter  utilization. 

•  Physician  reimbursement  techniques  to  standardize  physician  payments 
through  such  approaches  as  usual,  customary,  and  reasonable  fees 
(e.g.,  Medicare),  fee  schedules,  and  relative  value  schedules. 

•  Hospital  reimbursement  techniques  such  as  those  which  reimburse 
on  the  basis  of  reasonable  costs,  or  those  which  reimburse  within 
an  80  to  100  percent  range  of  an  institution's  charges,  or  an 
inclusive  rate  method  which  uses  an  average  billing-  rate  for  selected 
categories  of  services  and  recipients  of  care  based  on  expected 
utilization. 
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•  Incentive  reimbursement  models,  which  reverse  the  motivation  of 
cost-based  reimbursement  by  providing  incentives  for  efficiency, 
economy,  and  cost  control. 

•  Prospective  budget  review  which  bases  payments  on  projected  budgets 
negotiated  between  the  institution  and  the  third-party  payer. 

m      Claims  review  systems  which  compare  claims  data  with  established 
norms  and/or  standards  for  a  determination  of  medical  necessity 
and  treatment  protocol,  with  allowances  for  variations  within 
professional  judgment. 

Cost  control  via  public  regulation  includes  review  of  institutional 
plans  and  insurance  rate  regulation.     The  Hospital  Survey  and  Construction 
Act  of  1946,  the  Partnership  for  Health  Act  of  1966  (Comprehensive  Health 
Planning),  the  National  Health  Planning  and  Resource  Development  Act 
of  1975,  and  certificate  of  need  are  examples  of  construction  plan 
approval  legislation.     Insurance  rate  regulation  can  act  as  a  catalyst 
to  bring  about  cost-containment  by  providers,  payers,  and  consumers. 

Group  Practice  Prepayment  Plans,  Health  Maintenance  Organizations, 
and  Foundations  for  Medical  Care  are  methods  of  cost  control  through 
changes  in  the  delivery  system. 

3.2.2     Cost  Control  through  Control  of  Utilization 
Despite  the  fact  that  price  components  are  seen  as  the  primary 
contributing  factor  to  rising  health  expenditures,  most  control  attempts 
focus  on  control  of  utilization.     Stuart  and  Stockton  offer  an  analysis 
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of  the  various  utilization  control  efforts  by  payers  and  providers, 
grouping  them  into  four  general  categories:     (1)  supply  limitations, 
(2)   financial  disincentives,   (3)  authorization  requirements,  and 
(4)  review  mechanisms.17    Since,  to  some  extent,   these  methods  are 
included  under  the  previous  discussion  of  cost  control  mechanisms, 
they  will  be  discussed  here  only  briefly. 

Control  through  the  limitation  of  supply  simply  limits  the 
availability  of  the  service.     Such  utilization  control  is  characterized 
as  "poor"  when  intentionally  applied  to  a  health  system  due  to  its 
inability  to  discriminate  between  appropriate  and  inappropriate  utiliza- 
tion. 

Financial  disincentives  operate  through  the  price  mechanism. 
Theoretically,  in  a  free  market,  consumers  will  demand  (utilize)  fewer 
services  as  the  price  to  them  increases.     The  advantage  is  that  the 
consumer's  right  to  choose  for  himself  is  maintained.     On  the  negative 
side,  that  choice  is  limited  by  the  consumer's  income  and  the  value  he 
places  on  the  services  and  the  disincentive  affects  both  necessary 
and  unnecessary  utilization.    Deductibles  and  coinsurance  are  widely  used 
financial  disincentives  in  the  health  care  system.     Benefit  limitations 
in  dollar  figures  or-  utilization  and  benefit  exclusions  and  restrictions 


1/Bruce  Stuart  and  Ronald  Stockton,  "Control  Over  the  Utilization  of 
Medilal  Services,"  Milbank  Memorial  Fund  Quarterly,  LI  (Summer  1973), 
p.  341-394. 
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are  also  used.     The  problem  is  that  the  health  care  system  ia  many 
respects  does  not  behave  the  same  as  the  regular  marketplace.  Its 
response  to  market  stimuli  is  inversely  related  to  the  urgency  of  care. 
While  financial  disincentives  may  well  affect  demand  for  non-urgent  care 
such  as  long  term  care,  they  have  little  or  no    effect  on  emergency  care. 

Authorization  requirements  generally  take  two  forms:  certifica- 
tion— where  payment  is  made  when  a  physician  attests  to  the  medical 
necessity  of  a  service  in  writing — and  review  and  authorization  of  care 
for  medical  necessity  and  economic  efficiency  by  a  medical-administrative 
body.    Prior  authorization  and  preadmission  screening  are  most  appropriately 
applied  to  nonemergency  institutional  care.     Recertification  utilizes 
periodic  evaluations  for  continued  authorization. 

Control  through  review  procedures  complements  authorization 
requirements.     The  latter  enforces  the  standards  of  the  former.  Three 
types  of  such  control  procedures  exist: 

•      Institutional  utilization  review  is  used  in  just  about  every  type 
of  institution,  generally  due  to  Medicare/Medicaid  conditions  of 
participation.    Several  approaches  exist: 

(1)  internal  study  of  (a  sample  or  all)  institution  medical  records; 

(2)  continuous  studies  of  selected  diagnoses  or  procedures; 

(3)  selective  review  based  on  some  criterion  (e.g.,  LOS); 

(4)  compilation  of  utilization  pattern  statistics  from  a  data  service; 

(5)  cooperation  with  a  fiscal  intermediary  in  claims  processing,  or 

(6)  some  combination  of  the  above. 
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•  Professional  standards  review  is  similar  to  hospital  utilization 
review,  but  includes  emphasis  on  quality  assurance  as  well  as  cost 
control.     This  review  utilizes  professionally-established  norms, 
standards,  and/or  criteria  of  care  and  review  by  peer  professionals. 

•  Claims  review  is  a  retrospective  control  used  by  third-party  payers, 
particularly  Medicare  intermediaries.     This  review  is  generally 

of  an  administrative  nature  and  examines  the  completeness  of 
information,  internal  consistency,  recipient  coverage,  reasonableness 
of  charges,  etc.    Medicare  originally  utilized  elements  of  institutional 
utilization  review,  professional  standards  review,  claims  review  and 
authorization.     The  physician  certified  the  care  and  the  hospital 
utilization  review  committee  reviewed  the  care. 

3.2.3    Early  Utilization  Review  Efforts 

Utilization  review  (UR)  did  not  begin  with  Medicare.    As  early 

as  the  1950' s,  several  hospitals  had  UR  committees.     This  was  due  primarily 

to  shortage    of  beds.-''  In  1953,  the  Professional  Activities  Study  (PAS) 

2,  3/ 

was  begun  in  Michigan.- ~    PAS  was  an  automated  information  system 
providing  summaries  and  comparative  analyses  of  patient  data  taken  from 

1/U.S.  Department  of  Health,  Education,  and  Welfare,  Social  Secuiity 

Administration,  Hospital  Utilization  Review  and  Medicare,  by  Rona  Beth 

Schumer,  Research  Report  No.  8  (Washington,  D.C.:     U.S.  Government 

Printing  Offices,  1971),  p.  iii. 

2/Richard  Dorsey,  "Utilization  Review,  Cost  Control,  and  Patient  Care 
in  Psychiatry,"  Psychiatric  Annals,  IV  (June  19  74),  p.  72. 

2/Nancy  C.  Maki,  Daniel  Walden,  and  Laurence  Cohen,  "Medicare's  Effects 
on  Medical  Care:     Issues  and  Outlook,"    Public  Health  Reports,  LXXXIII 
(September  1968),  p.  708. 
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patient  medical  records.     A  few  years  later,   the  Medical  Audit  Program  (MAP) 
was  added  for  quality  studies.     Operated  by  the  Commission  on  Professional 
and  Hospital  Activities,  PAS /MAP  is  the  largest  utilization-audit  data 
service  in  the  country,  with  over  one  thousand  member  hospitals  and  the 
only  such  service  of  national  scope.     In  1963,  Western  Pennsylvania 
Blue  Cross  began  the  Hospital  Utilization  Project  (HUP).    HUP  performed 
similar  data  services  for  its  member  hospitals  and  also  provided 
consultation  to  hospital  medical  staffs  regarding  UR  activities. 

Utilization  review  was  encouraged  by  Blue  Cross  and  other 

insurers  of  medical  care  and  by  1965  about  half  the  Nat-ion's  hospitals 

had  some  form  of  utilization  control.-     Schumer  provides  a  discussion  of 

some  pioneering  third-party  UR  activities,  prototypical  UR  committees,  and 

data  compilation  services  prior  to  the  inclusion   of  UR  as  a  condition  for 

2/ 

participation  under  Medicare.- 

3.2.4    The  Medicare/Medicaid  Utilization  Review  Program 

The  Medicare  law  (P.L.  89-97,  the  Social  Security  Amendments  of 

1965)  required  UR  as  a  condition  of  participation  in  the  program  for  all 

3/ 

hospitals  and  skilled  nursing  facilities.—      The  provision  of  services 
under  Medicaid  became  subject  to  UR  with  the  passage  of  the  Social  Security 

1/Dorsey,  p.  72. 

2/U.S .D.H.E.W. ,  Hospital  Utilization  Review  and  Medicare,  pp.  8-29. 

3/U.S.  Department  of  Health,  Education,  and  Welfare,  Social  Security 
Administration,   Code  of  Federal  Regulations,  Form  HIR-10,  Title  20, 
CI:-  III,  Part  405,  section  1035,  June  1967. 
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Amendments  of  1967  (P.L.  90-248).     The  UR  requirement  marked  the  first 
time  that  institutional  review  was  required  nationwide. 

Specifically,  section  1861(k)  of  the  Act  spelled  out  a  require- 
ment for  review,  on  a  sample  or  other  basis,  of  admissions,  durations 
of  stay,  and  professional  services  furnished  in  the  institution,  both 
with  respect  to  the  medical  necessity  of  the  services  and  for  the  purpose 
of  promoting  the  most  efficient  use  of  available  health  facilities  and 
services  and  for  the  review  of  all  extended  stay  cases.    To  conduct  the 
review,  the  institution  was  required  to  use  a  staff  committee  which 
included  at  least  two  physicians,  or  a  similarly  composed  group  outside 
the  institution.     In  the  report  which  accompanied  the  legislation,  the 
Senate  Finance  Committee  indicated  its  particular  concern  that  the 
utilization  review  function  be: 

...carried  out  in  a  manner  which  protects  the  patients  while 
at  the  same  time  making  certain  that  they  remain  in  the  hospital 
only  so  long  as  is  necessary,  and  that  every  effort  be  made  to 
move  them  from  the  hospital  to  other  facilities  which  can  provide 
less  expensive,  but  equal,  care  to  meet  their  current  medical 
needs . 

The  lack  of  documented  experience  with  such  review  precluded 
publication  of  detailed  requirements.     The  UR  regulations  were  written  in 
a  way  that  allowed  flexibility  to  .hospitals  in  the  development  of  utiliza- 
tion review  plans.    For  example,   the  regulations  left  the  definition  of 
what  constitutes  a  period  of  zxtended  duration  to  be  determined  by  each 
individual  hospital. 
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It  was  expected  that  hospitals  would  respond  to  the  flexibility 
allowed  in  the  regulations  by  developing  inn  strive  plans  for  meeting 
the  requirements.    However,  by  the  early  1970's  it  was  recognized  by 
both  the  Congress  and  the  Administration  that  utilization  review  conducted 
under  the  original  requirements  was  not  as  effective  as  anticipated.  A 
number  of  causes  were  identified,  including  physicians'  reluctance  to 
contradict  the  judgment  of  fellow  physicians,  pressure  of  hospital 
administrations  to  keep  bed  occupancy  at  high  levels,  use  of  subjective 
rather  than  objective  review  criteria  in  the  review  of  cases,  a  general 
inability  to  apply  review  findings  as  a  oeans  of  changing  behavior,  and 
inability  to  statistically  compare  physician  and  provider  behavior. 

The  Senate  Finance  Committee  staff  cited  concerns  about  the 

1/  „ 

implementation  of  both  the.  Medicare  and  Medicaid  programs.  One 
concern  was  that  the  Medicare  utilization  review  regulations  had  not 
included  an  explicit  definition  of  what  constitutes  a  long-stay  case. 
Another  concern  was  the  need  for  stringent  measures  designed  to  prevent 
possible  conflicts  of  interest.     In  August  1970,  the  US  regulations 
were  amended  in  response  to  the  congressional  concern  about  the  possibility 
of  conflict  of  interest  that  might  result  if  a  member  of  the  utilization 
review  committee  had  a  financial  interest  in  the  institution.  The 
regulations,  however,  did  not  incorporate  any  additional  guidelines  with 
regard  to  the  definition  of  a  long  stay. 


1/U  S     Congress,  MpHir.are  and  Medicaid:     Problems,  Issues,  and  Alternatives 
Repol-t  of  th?  Staff  to  the  Committee  on  Finance,  U.S.   Senate,  91st  Congress, 
1st  Session,  1970. 
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Despite  these  attempts  to  improve  the  review  process,  by  1972, 
the  costs  of  Medicare  and  Medicaid  haa  far  exceeded  the  original  actuarial 
cost  estimates  and  numerous  instances  of  misutilization  had  been  documented 
by  the  Social  Security  Administration  (SSA).     These  problems  prompted 
several  changes  in  the  legislative  requirements  for  UR  through  enactment 
of  Public  Law  92-603,  the  Social  Security  Amendments  of  1972  which  also 
established  the  PSRO  program.    Under  this  legislation,  utilization 
review  procedures  for  Medicare  and  Medicaid  cases  were  expected  to  be 
made  more  objective,  eificient,  and  comprehensive. 

The  Bureau  of  Health  Insurance  (BHI)  attempted  to  encourage 
improved  utilization  review  by  requiring  providers  to  institute  more 
effective  utilization  review  procedures  as  a  condition  of  their  obtaining 
the  waiver  of  liability  benefits.    An  instruction  to  this  effect  was 
prepared  by  release  in  May  1973,  but  it  was  withdrawn  because  of 
American  Medical  Association  (AMA)  opposition  and  because  the  legality 
of  linking  utilization  review  requirements  to  the  waiver  of  liability 
provision  in  such  a  manner  was  unclear. 

In  October  1973,  former  Secretary  Weinberger  issued  several 
decisions  about  utilization  review: 

•  Social  and  Rehabilitative  Services  (SRS)  and  SSA  regulations  would 
be  coordinated.     Only  one  set  of  requirements  would  be  in  effect 
for  these  programs  in  any  given  area. 

•  Preadmission  certification  would  be  required. 

•  Utilization  review  would  not  inhibit  the  development  of  PSROs. 
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Based  on  these  decisions,  regulations  were  d ;veloped  by  the 
Department  with  the  intent  to  unify  and  strengthen  the  utilization 
review  requirements  under  Medicare   md  Iledicaid  pending  implementation 
of  the  PSRO  program.    The  effort  was  hampered,  however,  by  considerable 
opposition  from  organized  medical  groups.    A  requirement  for  pre- 
admission review  which  was  contained  in  the  proposed  Medicare  and 
Medicaid  utilization  review  regulations  published  on  January  9,  1974, 
was  withdrawn  by  Secretary  Weinberger  because  of  AMA  and  other  strong 
objections  to  the  requirement.     The  final  regulations  published  on 
November  29,  1974,  contained  a  requirement  chat  a  review  of  all 
admissions  would  be  completed  within  two  working  days  after  admission. 
The  AMA  again  challenged  the  regulations  and  received  an  injunction 
against  the  implementation  of  certain  sections. 

On  September  10,  1975,  following  negotiations  with  the  AMA, 
the  Department  published  a  notice  of  intent  to  amend  the  regulations 
and  promised  to  defer  the  implementation  of  the  disputed  parts  until 
revised  regulations  could  be  adopted  as  final.  Unfortunately,  the 
deferred  sections  also  contained  the  definitions  of  an  extended  stay 
case  and  thus  it  was  not  possible  to  require  uniform  standards  for  this 
type  of  review. 

In  December  1975,  a  legislative  amendment  to  the  Title  XIX 
utilization  review  provision  was  passed.     Several  aspects  of  the  revised 
statutory  section  were  difficult  to  implement  and  adversely  affected 
coordination  of  Titles  XVIII  aid  XIX  utilization  review.  Further 
statutory  changes  were  recommended  to  improve  the  section. 
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On  March  30,  1976,   the  Department  published  a  Notice  of  Proposed 
Rulemaking  which  set  forth  revised  utilization  review  regulations  for 
both  Titles  XVIII  and  XIX.     The  main  changes  were  an  extension  of  the 
time  period  for  review  of  all  admissions  from  2  to  3  working  days,  a 
requirement  for  review  of  all  elective  surgical  and  diagnostic  procedures 
prior  to  their  performance,  and  a  provision  "for  hospitals  to  establish 
a  list  or  diagnoses  and  procedures  which  alone  justify  admission  to  the 
hospital  and  do  not  require  review.     Since  that  time,  various  proposed 
regulations  and  statutory  amendments  have  been  discussed,  but  no  changes 
in  the  final  UR  regulations  have  been  made. 

4.     The  Evolution  of  PSRO 

4.1    Medicare /Medicaid  ?:osts 

In  the  consideration  of  the  Medicare  bill  in  1965,  there  was  much 
debate  in  Congress  over  the  cost  estimates  for  the  proposed  programs. 
The  estimates  varied  and  their  actuarial  bases  were  uncertain.  In 
particular,  for  the  Medicaid  program  with  its  unclear  goals,  there  was 
"no  clear  sense  of  the  potential  costs  of  the  program  or  of  the  impact 
of  pumping  base  Federal  dollars  into  the  private  sector  of  the  medical 
market."-7    Medicare /Medicaid  was  virtually  a  limitless  offer  to  medical 
providers . 

In  1970,  the  U.S.  Senate  Committee  on  Finance  studied  the  Medicare/ 
Medicaid  program  and  concluded  that  the  programs  were  in  "serious 


1/M. Keith  Weikel  and  Nancy  A.  Leamond,  "A  Decade  of  Medicaid," 
Public  Health  Reports,  XCI  ^ July-August  1976),  p.  306-307. 
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financial  trouble.'  —     It  was  obvious  almost  from  th'J  start  that  the 

costs  of  Medicare  and  Medicaid  would  exceed  projections.     In  1965,  the 

estimated  cost  of  Medicare  Part  A  in  1970  was  projected  to  be 

$3.1  billion.     In  actuality,  the  cost  was  almost  $6  billion.  The 

Federal  share  of  Medicare  Part  B  cost  rose  from  $623  million  in  fiscal 

2/ 

year  1967  to  an  estimated  $1,245  billion  for  fiscal  year  1971.        It  was 

anticipated  that  Medicaid  would  add  $250  million  to  the  $1.3  billion 

in  vendor  payments  for  the  Kerr-Mills  programs  in  1965.     In  fiscal  1971, 

3/ 

Medicaid  payments  were  $6.3  billion  (Federal  share  only).-  These 
increases  continued  throughout  the  1970s.    Medicaid  was  es  lifted  to 

A/ 

have  cost  $14.1  billion  in  1976. 

These  skyrocketing  costs  were  felt  not  only  in  demands  on  the  trust 
funds  of  the  Social  Security  system,  but  also  on  the  out-of-pocket 
expenditures  of  beneficiaries  and  payroll  deductions  of  taxpayers.  In 
the  same  1965-1970  time  period,  the  deductible  requirement  for  Medicare 
Part  A  rose  from  $40  to  $52  and  the  monthly  premium  for  Medicare  Part  B 
rose  from  $3.00  to  $5.30.     Similar  increases  occured  in  the  individual 
State  Medicaid  programs.    Payroll  deductions  were  made  at  the  rate  of 
1.23  percent  of  up  to  $6,600  of  individual  wages  in  1965.     In  1970, 

5/ 

this  had  risen  to  2.27  percent  of  up  to  $7,800  of . individual  wages. 


1/U.S.  Congress,  Senate,  Committee  on  Finance,  Medicare  and  Medicaid: 
Problems,  Issues,  and  Alternatives,  Report  of  the  Staff  to  the  Committee 
on  Finance,  U.S.  Senate,  91st  Congress,  1st  session,  1970,  p.  1. 

2/Ibid,  p.  3. 

_3/Weikel  and  Leamond,  pp.  306-307. 
4/Ibid.,  p.  307. 

5/U.S.  Congress,  Medicare  and  Medicaid:     Problems.  Issues.  Alternatives, 
pp.  3-4. 
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It  soon  became  obvious  that  the  *ltrust  funds  could  not  be  effectively 

conserved  in  a  laissez-faire  climate."-'    On  the  Federal  level,  as  a 

cost  control  measure,  the  Social  Security  Amendments  of  1967  limited 

the  definition  of  those  persons  who  would  be  considered  "medically 

needy."    In  1969,  Congress  postponed  the  goal  of  a  "comprehensive" 

Medicaid  program  in  every  State  until  1977.  Also,  States  could  discontinue 

optional  services  if  there  were  serious  financial  constraints.     In  the  1972 

Social  Security  Amendments,  the  goal  of  comprehensive  care  was  dropped. 

States  were  allowed  to  institute  cost  sharing  by  recipients  for  optional 

services  to  help  control  costs.    Additional  measures  were  taken  to 

control  eligiblity  standards,  control  the  method  of  reimbursement  of 

institutional  and  professional  providers  of  care,  monitor  for  fraud 

2,3/ 

and  abuse,  and  provide  for  financial  review. 

State  governments  that  quickly  welcomed  Federal  Medicaid  funds  to 

their  public  assistance  program  soon  experienced  unanticipated  high 

4/ 

costs  and  moved  quickly  to  control  them.-      Tightened  eligiblity 
requirements,  reduced  scopes  of  benefits,  and  lower  reimbursement  levels 
for  providers  of  medical  services  were  instituted. 

1/ Arthur  E.  Hess,  "A  Tan  Year  Perspective  on  Medicare,"  Public  Health  ' 
Reports,  XCI  (July-August  1976),  p.  300. 

2/U.S.  Congress,  Medicare  and  Medicaid:     Problems,  Issues ?  Alternatives, 
pp .  4-15 . 

3/Weikei  ?nd  Leamond,  p.  309. 

4_/Karen  Davis,   "Achievements  and  Problems  of  Medicaid,"  Public  Health 
Reports,  XCI  (July-August  1976),  p.  309. 
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4.2    Medicare /Medicaid  Utilization  Review  Effectiveness 
In  a  1970  staff  report  to  the  Senate  Finance  Committee  on  Medicare 
and  Medicaid,  institutional  utilization  review  mechanisms  were  characterized 
as  being  "of  a-  token  nature  and  ineffective  as  a  curb  to  unnecessary 
use  of  institutional  care  and  services.'^    Several  factors  were  cited 
in  the  failure  of  UR:     (1)  UR  regulations  that  were  issued  were  not  in 
accordance  with  the  terms  and  intent  of  the  statute,   (2)  hospitals  and 
extended  care  facilities  were  certified  for  participation  by  State  agencies 
and  DHEW  despite  noncompliance  with  basic  statutory  requirements, 
(3)  intermediaries  were  negligent  in  assuring  that  institutions  had 
effective,  functioning  UR  mechanisms,  and  (4)  the  Social  Security  Administra 
tion  had  failed  to  verify  contract  compliance  by  State  health  agencies 
and  intermediaries. 

The  UR  system  itself  was  determined  to  have  a  number  of  basic  defects: 

(1)  review  of  Medicare  and  Medicaid  was  not  coordinated,   (2)  all  services 

beneficiaries  may  have  received  were  not  covered  by  a  single  integrated 

review,   (3)  the  review  was  not  based  on  professionally  developed 

standards  of  care,  and  (4)  there  was  limited  professional  support  of  and 

2/ 

participation  in  the  review  activities.-     The  Senate  Committee's  report 

1/U.S.  Congress,  Medicare  and  Medicaid:     Problems,  Issues,  and 
Alternatives ,  pp.  17-18. 

2/n.S.  Conpress,  Senate,  Conmittee  on  Finance,  Background  Material 
Relating  to  Professional  Standards  Review  Organizations  (PSROs) ,  93rd 
Congress,  2nd  session,  1974,  p.  4. 
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indicated  further  that  UR  was  effective  only  in  areas  where  hospital 
beds  were  in  short  supply.—^ 

A. 3    The  Passage  of  the  PSRO  Law 

The  1972  Social  Security  Amendments  which  contained  PSRO  sought  to. 
address  the  deficiencies  in  the  existing  cost  control  mechanism,  UR, 
that  had  b  een  identified  by  the  Senate  Finance  Committee  staff.  There 
were  some  minor  changes  to  control  allowable  charges  for  units  of  services 
by  providers.    However,  major  controls  of  the  price  components  in  the  health 
care  system  were  not  possible  within  the  scope  of  Government  regulatory 
control  of  Medicare/Medicaid.     Instead,  the  major  thrust  of  the  cost 
control  aspects  of  the  amendment  was  in  the  form  of  utilization  control. 

Senator  Wallace  F.  Bennett  of  Utah,  in  introducing  the  PSRO  amendment, 
stated  that  "without  effective  professional  controls  on  utilization, 

2/ 

the  costs  of  the  program  [Medicare/Medicaid]  will  continue  to  soar."— 

He  believed  *:hat  the  necessary  control  could  not  be  achieved  through 

the  direct  involvement  of  the  Federal  Government  and  that  the  principle 

of  professional  peer  review  should  be  maintained.    As  a  result,  the 

control  of  utilization  was  mandated  through  a  physician  peer  review 

mechanism.     Senator  Bennett  stated  further: 

The  PSRO  amendment  represents  the  best,  and  perhaps  the  last, 
opportunity  to  fully  safeguard  the  public  concern  with  respect 
to  the  cost  and  quality  of  medical  care  while,  at  the  same 
time,  leaving  the  actual  control  of  medical  practice  in  the 
hands  of  those  best  qualified — America's  physicians.  3/ 

1/U.S.  Congress,  Medicare  and  Medicaid:     Problems,  Issues,  and 
Alternatives,  pp..  17-1S 

2/U.S.  Congress,  Senate,  Senator  Bennett  speaking  for  the  PSRO  Amend- 
ment, 92nd  Congress,  2nd  session,  September  27,  1972,  Congressional  Record. 

2/ibid. 
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After  considerable  debate,  the  amendments  were  passed  by  both 

houses  of  Congress  and  signed  by  President  Richard  M.  Nixon  on 

October  30,  1972,  as  Public  Law  93-603.     The  PSRO  amendment  had  the 

following  as  its  Declaration  of  Purpose: 

Section  1151.     In  order  to  promote  the  effective,  efficient, 
and  economical  delivery  of  health  care  services  of  proper 
quality  for  which  payment  may  be  made  (in  whole  or  in  part) 
under  this  Act  and  in  recognition  of  the  interests  of  patients, 
the  public,  practitioners,  and  providers  in  improved  health 
care  services,  it  is  the  purpose  of  this  part  to  assure,  through 
the  application  of  suitable  procedures  of  professional  standards 
review,   that  the  services  for  which  payment  may  be  made  under 
the  Social  Security  Act  will  conform  to  appropriate  professional 
standards  for  the  provision  of  health  care  and  that  payment  for 
such  services  will  be  made — 

(1)  only  when,  and  to  the  extent,  medically  necessary,  as 
determined  in  the  exercise  of  reasonable  limits  of  professional 
discretion;  and 

(2)  in  the  case  of  services  provided  by  a  hospital  or  other 
health  care  facility  on  an  inpatient  basis,  only  when  and  for 

such  period  as  such  services  cannot,  consistent  with  professionally 
recognized  health  care  standards,  effectively  be  provided  on  an 
outpatient  basis  or  more  economically  in  an  inpatient  health 
care  facility  of  a  different  type,  as  determined  in  the  exercise 
of  reasonable  limits  of  professional  discretion. 

4.4    Development  of  the  PSRO  Program 

Due  to  the  administrative  difficulties  in  installing  such  a  large 

and  complex  program,  early  physician  resistance,  the  reluctance  of 

States  to  give  up  control,  and  the  state-of-the-art  of  professional 

1/ 

standards  review,  PSRO  was  implemented  quite  slowly.        It  was 
necessary  for  subsequent  legislation  to  grant  additional  time  for  the 
designation  of  PSROs  and  other  program  functions.    However,  the  PSRO  law 


1/U.S.  Congress,  Senate,  Committee  on  Finance,  Implementation  of  PSRO 
Legislation,  Hearings,  before  the  Senate  Subcommittee  on  Health, 
93rd  Congress,  2nd  session,  1974,  pp.  8-9. 
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had  provided  that  until  the  PSRO  began  review,  existing  Medicare/Medicaid 
review  mechanisms  would  remain  in  effect  in  each  area.     The  actual 
progress  of  PSRO  operations  is  discussed  in  section  5    of  this  volume. 

■       Perceptions  of  the  purpose  of  PSRO  by  those  involved  in  or  affected 
by  it  were  often  different  and  sometimes  conflicting.    Words  such  as 
"effective,"  "efficient,"  "economical,"  and  "appropriate"  were  used  in 
the  legislation.     This  was  perceived  as  a  cost  concern  to  some  and  a 
quality  concern  to  others. 

With  both  cost  (utilization)  and  quality  control  addressed  in  the 
statute,  there  was  some  question  as  to  which  would  be  emphasized. 
Havinghurst  and  Blumstein  examined  the  legislation  to  determine  the 

actual  intent.-''    They  noted: 

It  is  not  altogether  clear .. .whether  the  motivation  for  such 
complete  reliance  on  practitioners  was  simply  practicality  in 
Snistration,  a  perceived  need  for  general  physician  acceptance 
or  an  overriding  concern  that  there  be  no  sacrifice  of  the  quality 
of  care. . . 

In  examining  the  declaration  of  purpose  and  the  duties  and  functions 
section  of  the  law,  they  found  the  emphasis  to  be  on  utilization  control 
with  quality  employed  only  as  one  of  the  criteria.    They  concluded 

1/Clark  C.  Havighurst  and  James  F.  Blumstein,  "Coping  with  Quality/ Cost 
Traders  in  Medical  Care:     The  Role  of  PSROs,"  NortJ^r^^ 
Law  Review,  LXX,  6  (1975),  p.  39. 
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that  the  primary  purpose  of  PSRO  is  cost  control  and  state: 

i     mn-lc  fAirlv  be  regarded  less  as  a  mandate  to  regulate 
goal— might  tairiy  De  kS^u  „  aqourance  that  undue 

fflc:?or^^«"™U  SeTaS  of  1/ 
If  Havighurst  and  Blumstein  and  the  other  authors  (see  footnotes 
to  Section  3  )  in  the  field  are  oorrect  that  PSRO  was  passed  as  a  cost 
control  measure,  one  must  wonder  at  the  widespread  perception  of  PSRO 
as  a  quality  assurance  mechanism  today.     The  cost-orientation  was 
diminished  hy  a  -er  o,  factors  in  the  evolution  of  the  PSRO  program. 
The  program  was  not  assigned  to  an  office  that  had  any  experience  with 
.r  orientation  to  cost  matters  such  as  the  Social  Security  administration. 
Rather,  it  was  assigned  to  the  Office  of  the  Assistant  Secretary  for 
Health,  MEW-    The  Assistant  Secretary  is  traditionally  a  physician 

aad  the  office  is  highly  visible  and  subject  to  political  pressures. 

„„t  only  was  there  a  lack  of  cost  consciousness,  but  organized  medicine 

could  be  expected  to  have  considerable  input. 

The  politicly    on  PSRO  increased  after  its  passage.    It  might  be 
fair  to  say  that  this  was  done  almost  entirely  by  physicians  and  physician 
groups.     Those  concerned  with  costs  had  essentially  ceased  their 
activities-after  all,  the  cost  control  mechanism  was  now  the  law.  That 

"Coping  with  Quality/Cost 

i^*E2Z£S&  S  -OS,"  ^^^S^ 
Law  Review,  LXX,  6  (1975),  p .  39 . 
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left  providers  as  the  only  parties  with  reason  to  continue  voicing  their 
opinions  and  attempting  to  influence  the  law's  implementation.  The 
situation  was  compounded  by  the  fact  that  the  program  relied  upon  the 
cooperation  of  the  medical  profession  for  success.     DHEW  established  a 
campaign  to  elicit  the  needed  cooperation  and,  in  doing  so,  naturally 
accented  the  asperti  of  the  program  that  were  acceptable  to  the  physicians. 

The  result  was  "quality  of  care"  being  played  up  in  DHZW's  public 
relations  program  on  PSRO.    Physicians  were  the  primary  group  asking 
questions  and  DHEW  spokesmen,  including  Deputy  Assistant  Secretary  for 
Health,  Dr.  Henry  E.  Simmons,  were  quick  to  try  to  ease  their  concerns. 
One  PSRO  question- and- answer  brochure  prepared  for  physicians  by  the 
Office  of  Professional  Standards  Review  provided  the  following: 

Q:     Is  the  purpose  of  PSRO  to  assure  quality  or  control  cost? 

A:     The  primary  emphasis  of  the  PSRO  is  on  assuring  the  quality  of 

medical  care.     Providing  quality  cire  may  increase  health  services 
for  some  patients  in  certain  areas  and  could  increase  costs 
in  those  circumstances. 

PSRO  will  be  concerned  also  with  whether  medical  care  is  necessary 
and  delivered  in  the  proper  setting.     If  overuse  of  services 
is .identified  and  eliminated,  cost  savings  will  result. 

Essentially,  the  public  relations  program  worked.    PSRO  has  been 

successful  in  enrolling  well  over  half  of  the  physicians  in  the  areas 

where  review  is  being  performed — the  best  available  measure  of  physician 

acceptance . 

Hence,  PSRO  has  dual,  possibly  conflicting  objectives.     In  an 
environment  of  limited  resources,  economic  concerns  cannot  be  served 
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where  cost/quality  trade-off  decisions  are  made  under  a  quality 
imperative.     Likewise,  quality  cannot  be  served  under  a  pure  cost 
orientation.     The  equivocal  mandate  of  PSRO  is  the  source  of  confusion' 
and  difficulty  for  providers  and  the  PSROs  themselves.     The  program, 
and  ultimately  its  evaluation,  must  suffer  from  these  unclear  objectives 
and  a  lack  of  specified  evaluation  criteria. 

5.     The  PSRO  Program 

This  section  presents  a  description  of  the  PSRO  program.  Where 
the  information  is  available,  the  actual  growth  and  progress  of  the 
program  will  be  discussed  in  brief.     Before  discussing  the  actual 
operational  activities,  the  organizational  and  environmental  elements 
of  the  program  will  be  presented. 

5.1    Organization  of  the  Program 

While  the  PSRO  program  seeks  to  implement  health  care  review  at  the 
local  level,  the  law  mandates  the  establishment  of  certain  national 
and  State  organizations.     In  addition,  certain  agencies  in  the  Department 
of  Health,  Education  and  Welfare  have  been  created  to  administer  the 
program. 

5.1.1    National  Professional  Standards  Review  Council 
Section  1163  of  the  law  establishes  the  National  Professional 
Standards  Review  Council  (NPSRC)  consisting  of  eleven  physicians  of 
recognized  standing  in  the  appraisal  of  medical  practice  appointed  by 
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the  Secretary  of  DHEW  for  three-year  terms.     The  duties  of  the  NPSRC  are 

•  to  advise  the  Secretary  in  the  administration  of  the  law,  including 
the  development  of  the  regulations, 

•  to  provide  for  the  development  and  distribution  of  information  and 
data  which  will  assist  Statewide  Professional  Standards  Review 
Councils  and  PSROs  in  carrying  out  their  duties  and  functions, 

•  to  review  the  operations  of  Statewide  Professional  Standards  Review 
Councils  and  PSROs  to  determine  their  effectiveness  and  comparative 
performance  in  carrying  out  the  purposes  of  the  law, 

•  to  approve  professionally  developed  norms  of  care  typical  of  the 
area  covered  by  PSROs  and  to  provide  technical  assistance  to 
PSROs  in  the  use  and  application  of  such  norms,  and 

•  to  carry  out  or  to  arrange  for  studies  and  investigations  for  the 
purposes  of  developing  and  recommending  to  the  Secretary  of  DHEW 
and  to  Congress  measures  designed  to  more  effectively  accomplish 
the  purposes  and  objectives  of  the  law. 

Since  June  1973  when  the  Council  first  met,  there  have  been 
approximately  six  to  eight  meetings  per  vear. 

5.1.2     Statewide  Professional  Standards  Review  Council 
The  PSRO  law  requires  the  establishment  of  Statewide  Profession 
Standards  Review  Councils.  (SPSRC)  in  States  where  there  are  three  or 


I 
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more  PSROs.    Each  council  has  the  following  responsibilities: 

•  to  coordinate  the  activities  of  and  to  disseminate  information 
and  data  to  the  PSRGs  operating  in  the  State, 

•  to  assist  the  Secretary  of  DHEW  in  developing  uniform  data 
collection  and  operating  procedures  to  assure  efficient  operation 
and  objective  evaluation  of  comparative  performance, 

•  to  assist  the  Secretary  in  evaluating  the  performance  of  PSROs,  and 

•  to  assist  the  Secretary  to  develop  a  qualified  PSRO  whenever  one 
has  been  determined  as  ineffective. 

The  first  six  SPSRCs  have  recently  been  contracted.  These 
are  in  the  States  of  California,  Connecticut,  Maryland,  Massachusetts, 
New  York,  and  Pennsylvania.    Twelve  States  have  yet  to  develop  State 
councils .-      The  operation  of  these  six  State  councils  has  been  minimal 
to  date. 

5.1.3    Statewide  PSRO  Support  Centers 

Statewide  PSRO  Support  Centers  were  conceived  to  support  PSRO 

program  development,  mainly  prior  to  and  during  the  planning  phase. 

This  is  a  result  of  the  legislative  directive  to  the  Secretary  "to 

(  2/ 

provide  [PSROs]  all  necessary  technical  and  other  assistance."- 


1/Depending  on  the  final  decision  on  the  Texas  and  Minnesota  area 
designations . 

2_/U.S.  Congress,  The  Social  Security  Amendments  of  1972,  P.L.  92-603, 
92nd  Congress,  1st  session,  section  1169. 
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The  primary  purpose  of  _>upport  Centers  is  to  provide  technical 
and  administrative  assistance  to  physician  groups  interested  in  obtaining 
PSRO  planning  or  conditional  contracts.     Specifically,  Support  Centers 
(1)  conduct  PSRO  education  programs,   through  speeches,  workshops, 
consultation  groups,  and  other  media;   (2)  assist  organizations  to 
become  nonprofit  corporations  and  to  develop  organization  structures 
consistent  with  DREW  rules,  regulations,  and  guidelines  for  planning 
PSROs;   (3)  assist  planning  PSROs  to  establish  by-laws  and  to  recruit 
members;  and  (4)  aid  prospective  planning  PSROs  to  formulate  planning 
proposals.     By  the  end  of  1974,  13  Support  Center  contracts  had  been 
awarded  in  States  composed  of  four  or  more  designated  PSRO  areas. 
These  primarily  consisted  of  State  medical  society  groups  interested  in 
participating  in  the  PSRO  program  development  but  ineligible  to  be 
PSROs  themselves  due  to  their  membership  requirements.    As  PSROs  achieve 
conditional  status,  Federal  funding  of  these  Support  Centers  will  be 
phased  out.    Nine  centers  are  still  in  operation  at  this  time. 

5.1.4    Statewide  Council  Advisory  Groups 

The  PSRO  legislation  requires  that  each  Statewide  Council  and 
each  PSRO  in  States  without  a  Statewide  Council  shall  be  advised  and 
assisted  by  an  Advisory  Group.    Advisory  Groups  are  composed  of  from 
7  to  11  members  who  represent  health  care  practitioners  (other  than  physicians), 
hospitals,  and  other  health  care  facilities.     The  primary  duties  and 
functions  of  Advisory  Groups  are:     (1)  assisting  in  insuring  maximum 
involvement  of  health  care  practitioners  (other  than  physicians)  in  PSRO 
activities;   (2)  assisting  in  developing  effective  relationships  with 
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organisations  representing  health  care  practitioners  (other  than  physicians), 
hospitals  and  other  health  care  facilities  within  the  PSRO  area  or 
State,  and  (3)  assisting  in  carrying  out  the  functions  of  the  PSRO 
or  Statewide  Council  as  they  relate  to  health  care  practitioner* 
(other  than  physicians)  hospitals  and  other  health  care  facilities. 

5.1,5    Department  of  Health,  Education  and  Welfare 
Within  the  Department  of  Health,  Education  and  Welfare  certain 
agencies  and  offices  have  been  established  to  develop  and  administer 
the  PSRO  program.     In  1972,  the  Secretary  of  DREW,  Elliot  Richardson, 
appointed  the  Office  of  the  Assistant  Secretary  for  Health  as  the 
administrator  of  the  program.    The  Office  of  Professional  Standards 
Review  (OPSR) ,  now  known  as  the  Office  of  Quality  and  Standards  (QS) , 
within  the  Assistant  Secretary's  office  was  established  to  handle  the 
policymaking  and  operational  responsibilities  of  the  program.    The  OQS 
serves  as  staff  to  the  NPSRC  and  works  with  the  Council  on  overall 
implementation  of  the  program.     In  1973,  the  Health  Services  Administration 
created  the  Bureau  of  Quality  Assurance  (BQA)  to  administer  the  program. 
The  OPSR  and  BQA  worked  together  to  establish  policies  and  implement  the 
program. 

In  1974,  BQA  assumed  responsibility  for  all  PSRO  activities. 
With  the  establishment  of  the  Health  Care  Financing  Administration  (HCFA) 
in  March  1977,  the  functions  of  BQA  were  assumed  by  the  Office  of  the 
Associate  Administrator  for  Health  Standards  and  Quality  and  by  the 
Office  of  Professional  Standards  Review.     The  Office  of  Health  Standards 
and  Quality  makes  the  policies  and  provides  all  guidance  necessary  to 
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to  ensure  the  implementation  of  the  PSRO  program. 

The  specific  functions  delegated  to  that  office  are  as  follows: 

•  to  facilitate  and  coordinate  the  quality  assurance  and  utilization 
requirements  of  the  health  financing  program  under  Titles  V,  XVIII, 
and  XIX  of  the  Social  Security  Act, 

•  to  assure  accountability  to  consumers  by  assisting  health  care 
providers,  provider  groups,  and  health  insurance  programs  to  adopt 
improved  quality  and  utilization  controls, 

•  to  direct  and  coordinate  the  application  of  quality  and  utilization 
controls  in  federally  sponsored  direct  and  grant-supported  health 
services  delivery  programs  under  Title  V  of  the  Social  Security  Act, 

•  to  develop,  test,  and  evaluate  improved  methods  and  techniques  of 
quality  and  utilization  control,  including  methods  for  improving 
the  quality  and  utilization  of  ambulatory,  long-term,  and  total 
community  systems  of  care, 

•  to  develop  and  coordinate  data  and  data  system    requirements  for 
quality  and  utilization  control,  and 

•  to  assist  in  the  development,  application,  and  evaluation  of  standards 
for  health  care  provided  under  Titles  V,  XVIII,  and  XIX. 

5.1.6  "The  Individual  PSROs 

■  1  « 

PSROs  are  required  to  be  nonprofit,  incorporated  organizations. 
The  governing  body  of  a  PSRO ,  usually  designate,1  as  the  Board  of  Directors, 
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is  responsible  foe  the  overall  policy  and  management  of  the  PSRO. 
The  governing  body  establishes  committees  and  appoints  members  to  them, 
supervises  administration  of  the  PSRO  and  its  operations,  approves 
subcontracts  for  special  projects,  and  develops  working  relationships 
with  other  PSROs,  hospitals,   the  Statewide  Professional  Standards  Review 
Council,  Health  Systems  Agencies,  and  various  Federal  and  State  agencies 
and  fiscal  agents. 

The  governing  body  is  composed  primarily  of  PSRO  member  physicians, 
but  may  also  include  health  practitioners  other  than  physicians  and 
consumer  and  health  professional  representatives  from  the  PSRO  area. 
Terms  of  governing  body  members  are  usually  staggered  in  ordar  to  provide 
continuity  of  leadership,  thus,  a  portion  of  the  members  are  elected 
to  the  governing  body  by  the  PSRO  membership  in  annual  open  elections. 
As  of  April  1977,  43  (40  percent)  of  the  108  Conditional  PSROs  had 
elected  individuals  other  than  physicians  to  their  governing  bodies, 
including  29  PSROs  (27  percent)  which  has  consumer  and  health  professional 
representation . 

In  existing  PSROs,  permanent  (standing)  committees  most  often 
have  included  committees  to  handle  peer  review  functions,  nominations, 
finances,  and  grievances.     From  time  to  time,  the  PSROs  have  established 
ad  hoc  committees  to  study  and  recommend  solutions  to  particular  problems. 
As  with  permanent  committees,  the  governing  body  defines  the  purpose  of 
the  ad  hoc  committee,  appoints  its  members,  and  prescribes  their  terms 
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of  service.     Committee  members  may  include  physicians  who  are  not 
PSRO  members  and  health  care  practitioners  other  than  physicians,  as 
well  as  PSRO  members. 

Every  PSRO  governing  body  is  required  to  create  an  administrative 
structure  capable  of  efficiently  and  effectively  carrying  out  the 
purposes  of  the  organization.    An  executive  director  and  a  medical 
director  are  usually  the  key  individuals  employed  by  the  governing  body 
to  carry  out  these  responsibilities.     The  executive  director  serves 
as  the  senior  manager  of  the  PSRO.    His/her  duties  include  hiring  of 
staff,  developing  the  budget  and  managing  the  PSROs'  internal  operations. 
The  medical  director  has  responsibility  for  recruiting  members,  promoting 
professional  relations  and  coordinating  and  developing  criteria  used  in 
the  review  process.     Other  PSRO  personnel  perform  functions  in  areas  of 
program  management,  data  management,  and  review  functions.  Physicians 
and  other  health  care  practitioners  involved  in  the  PSRO  review  process 
are  reimbursed  for  their  services  on  a  consultant  basis,  rather  than  as 
PSRO  employees. 

An  organization  chart  of  a  typical  PSRO  follows. 

5.2    Program  Documents  and  Communications 

F.our  separate  but  interrelated  information  systems  have  been  developed 
by  the  Office  of  Health  Standards  and  Quality  for  communicating  program 
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TYPICAL  PSRO  ORGANIZATIONAL  CHART 
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information  PSilOs.  Each  serves  a  distinct  purpose.  These  documents 
are  the  primary  sources  of  all  policy  and  formal  program  information 
disseminated  to  the  projects. 

PSRO  Program  Manual 

The  Program  Manual  is  the  primary  mechanism  for  conveying  established 
program  policy  on  all  aspects  of  PSRO  on  all  aspects  of  PSRO 
organization  and  program  review  activities.     It  contains  both 
statutory  requirements  and  interim  guidelines  which  become  binding 
upon  PSROs  as  a  result  of  their  contract  with  the  Secretary.  The 
Manval  is  expected  to  have  twenty-four  chapters  of  which  nine 
are  presently  completed. 
PSRO  Transmittals 

Transmittals  are  notices  of  policy  developments  and  information 
about  administrative  procedure  prior  to  the  issuance  of  new  or 
revised  chapters  of  the  Program  Manual.     These  policies  also 
become  binding  by  means  of  the  PSROs'  contracts.     A  list  of  the 
Transmittals  to  date  follows: 

Transmittal  Effective 
Number    Subject  Date  


1 

2 
3 
4 
5 
6 
7 
8 


Introduction 

Planning  preparation 

BQA/OPSR  structure 

Support  Centers:  Reporting 

Travel  requests 

Tax  status 

Continuing  Education 
Subcontracting 


August  2,  1974 


August  2 
August  3 
August  8 
August  21 


September  3 
October  1 
September  30 
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Transmittal  Effective 

Number   Subject   Date  

9  Data:     Baselines  October  18 

10  Transition  in  Status 

(Planning  to  Conditional)  November  15 

11  Delegation  November  21 

12  Administrative  Directors  December  5 

13  UR  Regulations   

14  State  Agencies  January  31,  1975 

15  Delegation:    Reconsideration  February  12 

16  Data:     Confidentiality  February  14 

17  AMA  Model  Criteria  February  18 

18  Support  Centers:  Role   

19  Advisory  Groups  May  13 

20  Data:     Processing  May  30 

21  UR:     Relationship  to  PSRO  June  20 

22  UR:    Relationship  to  PSRO  June  20 

23  UR:     Regulations  Delayed  July  2 

24  State  Agencies  August  11 

25  Data:     Deliverables  August  26 

26  Data:    Processing  September  12 

27  Delegation:     Financing  December  18 

28  Data:     Deliverables  January  9,  1976 

29  Hearing  and  Appeals  February  21 

30  UR:  an  Certifications  February  27 

31  Contract  fia...  gement  March  2 

32  Data:     Notice  to  patients  March  2 

33  HSAs:     Area  Designation  April  5 

34  Delegation:    Reimbursement  April  9 

35  Travel  and  Salary  Amounts  April  9 

36  Civil  Rights  Responsibilities  April  30 

37  PSRO  Review  of  Non-f ederally 

Reimbursed  Patient  Care  June  28 

38  Title.  V  Relationships  July  2 

39  Data:     Routing  and  Processing  August  11 

40  Program  Decentralization  October  6 

41  Data:     Revised  Confiden- 

tiality Standards  October  6 

42  Data:     Revised  Reporting 

Requirements  October  6 

43  M.C.E.  Study  Policy  .     January  25,  1977 

44  Non-Physicians  in  Short- 

Stay  Peer  Review  January  25 

45  Data:     Routing  and  Processing 

Integrating  with  Existing 

Systems  February  1 

46  Reimbursement  for  Delegated 

Hospitals  March  11 

47  Data  Processor  and  Data 

Subcontracts:     RFP  Review 

and  Approval  Process  May  13 
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Transmittal  Effective 

Number  Subject   Date 

AS  Relationship  of  PSRO 

Determinations  to  Medicare 
Reimbursement  June  3 

49  PSRO  Review  in  Indian 

Health  Services  Institutions  June  3 


Technical  Assiatance  (T.A.)  Documents 

The  T.A.  Documents  are  used  to  convey  specific  technical  infor- 
mation to  PSROs.     Information  contained  in  the  documents  is  used 
by  PSROs  as  advice  rather  than  binding  policy.     The  following  T.A. 
documents  have  been  issued  to  date: 
No.  Subject 

1.  PSRO  Data  Routing  and  Processing 

2.  Guidelines  for  the  Review  Coordinator  in  PSRO  Programs  and 

Review  Activities 

3.  Financial  Management  and  Accou  iting  System 

4.  Self-Instructional  Materials  for  the  PMIS-Concurrent  Review 

Reporting 

5.  Self-Instructional  Materials  for  the  PMIS-  Medical  Care 

Evaluation  Study 

6.  Self-Instructional  Materials  for  the  PMIS-PHDDS 

7.  Self-Instructional  Materials  for  the  PMIS-Cost  Reporting 

8.  Suggestions  for  Monitoring  of  PSRO  Functions  Delegated 

to  Hospitals 

9.  Suggestions  for  Peer  Review  by  Health  Care  Practitioners 

Other  than  Physicians  in  PSRO  Short-Stay  Hospital  Review 

General  Memoranda 

The  General  Memoranda  are  used  to  disseminate  information  of  a 
general,  advisory  nature  to  PSROs  about  aspects  of  program  adminis- 
tration.    The  following  General  Memoranda  have  been  issued  to  date: 
No.  Subject 

1-  76  BOA  General  Memorandum  System 

2-  76  PSRO  Long-Term  Review 

3-  76  Technical  Assistance  in  Accounting  Systems  and  Financial 

Management  Ficblems 

4-  76  Site  Visits  by  General  Accounting  Office  Personnel 

5-  76  Action  Transmittals  to  State  Agencies  Administering 

Medical  Assistance  Programs 
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Mo.  Subject 

6_76  PSRO  Technical  Assistance  Services 

7_76  Assessing  Quality  in  Health  Care:     An  Evaluation  by  the 

Institute  of  Medicine,  National  Academy  of  Sciences 
8-76  Issuance  of  Transmittal  No.  41 

3.77  Utilization  of  the  PSRO  in  Lieu  of  a  Program  Review  Team 

as  Specified  in  Section  1157,  of  the  Social  Security  Act 
(The  Act). 

2_77  Instructions  for  Fiscal  Intermediary  Monitoring  of  PSRO 

Determinations 

3_77  Proposed  Regulations  for  Assumption  of  Review  Responsibility 

Proposed  Regulations  for  Procedures  for  Review  of  Hospital 
Services 

4-77  Guidelines  Concerning  the  Development  of  Health  System  Plans 

and  Annual  Implementation  Plans  Under  P.L.  93-641 
5_77  Initial  Set  of  PMIS  Output  Reports 

6-  77  Alternate  PSRO  Policy  Paper:  Comment 

7-  77  Summary  of  a  National  Study  on  Levels  of  Care  in  Intermediate 

Care  Facilities 

8_77  Proposed  Amendments  to  the  Social  Security  Act  -  H.R.  3 

and  s.  143:    Medicare-Medicaid  Anti- Fraud  and  Abuse 
Amendments 

9-77  Federal  Financing  of  Title  XIX  PSRO  Delegated  Hospital 

Review  Activities 

10-  77  Reorganization  of  the  Dept.  of  Health,  Education  and 

Welfare 

11-  77  Long-Term  Care  Projects 

12-  77  Distribution  of  Data  from  the  National  Medicare  Discharge 

File  to  the  Health  Systems  Agencies 
12-77  Special  Conditional  PSRO  Activities 

14_77  Effect  of  an  Adverse  Poll  on  Future  Eligibility  of  a 

Professional  Standards  Review  Applicant 
15_77  DHEW  Involvement  in  the  Evaluation  of  Single  State  Agency 

(SSA)  Plans  to  Monitor  PSROs 
16_77  Draft  Manual  for  State  Medicaid  Agency  Monitoring  of  PSROs 

17-77  Expansion  of  Ambulatory  Care  Review  Demonstration  Project 

13_77  Submission  of  PSRO  Management  Information  System  (PMIS) 

Federal  Reporting  Requirements 

19-  77  Not  published 

20-  77  Implementation  of  Letter  of  Credit  System  for  Cond.  PSRO 

Funding  . 
2i_77  Proposed  Amendments  to  the  Social  Security  Act— H.R. 

Medicare-Medicaid  Anti-Fraud  and  Abuse  Amendments. 
22-77  Implementation  of  Letter  of  Credit  System  (Re:  20-77) 

23_77  Technical  Assistance  in  Accounting  Systems  and  Financial 

Management  Problems 
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5.3    Program  Funding 

The  PSRO  legislation  provides  that  the  costs  of  a  PSRO  shall  be 
paid  totally  by  the  Federal  Government.     Currently,   this  is  accomplished 
through  a  contract  between  DHEW  and  the  PSRO  which  describes  PSRO 
duties  and  the  reimbursement  that  will  be  made  for  costs  incurred  in 
its  activities.     The  funding  level  of  a  PSRO  varies  with  (1)  the 
implementation  level  of  the    roject  (Planning,  Conditional,  or  Fully 
Designated);   (2)  the  characteristics  of  the  PSRO  area  (geographic 
size,  Federal  patient  population,  number  of  facilities);  (3)  the  types 
of  review  being  performed  (hospital  review,  long  term  care  review, 
ambulatory  review);  and  (4)  whether  review  is  performed  directly  by 
the  PSRO  or  delegated  to  hospitals  in  the  PSRO  area.     For  Planning  PSROs, 
the  median  cumulative  award  as  of  April  1977  (i.e.,  the  amount  awarded 
during  the  total  planning  phase),  was  $102,140.     The  awards  ranged 
from  $69,275  to  $255,406.     For  Conditional  PSROs,  the  total  average 
annual  estimated  cost  was  $671,000.     These  figures  include  the  cost  of 
both  delegated  and  nondelegated  hospital  review. 

Until  F.Y.  1976,  the  costs  of  nondelegated  PSRO  hospital  review 
activities  were  funded  through  direct  appropriations  and  the  cost  of 
delegated  hospital  review  activity  was  funded  through  hospital  benefit 
payments.     Amendments  in  December  1975  to  the  original  law  provided 
for  the  financing  of  both  delegated  and  nondelegated  review  activities 
directly  from  Medicare  Trust  Funds.    Management  and  nonhospital  review 
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costs  (e.g.,  long  tern  and  ambulatory  care)  continue  to  be  financed 
through  direct  appropriation.    The  following  table  shows  the  history 
of  PSRO  funding. 

5.4    Relationships  with  Other  Programs  and  Agencies 
The  PSRO  program  does  not  exist  in  isolation,  but  rather  in  the 
total  Federal  health  program  environment.     By  its  very  nature,  it  deals 
with  the  Federal  health  care  financing  entitlements  of  the  Social 
Security  Act.     In  addition,  it  relates  to  several  other  Federal  health 
entities.    The  program  has  sought  to  develop  and  maintain  those  external 
relationships  as  the  key  to  the  long  term  success  of  PSRO. 

The  PSRO  program  has  sought  to  formalize  its  relationships  by  means 
of  Memoranda  of  Understanding  (MOU) .     The  purpose  of  the  MOU  is  to 
document  a  working  relationship  between  the  parties  whereby  the  PSRO 
may  conduct  review  according  to  its  agreement  with  the  Secretary  of  DHEW 
and  the  requirements  of  Title  XI,  Part  B  of  the  Social  Security  Act. 
The  various  relationships,  and  therefore  the  MOUs,  differ  according  to 
the  nature  of  the  external  program.    Model  MOUs  were  developed  by  the 
Bureau  of  Quality  Assurance  (BQA)  to  guide  and  assist  PSROs  in  these 
matters.     Generally,  the  MOUs  contain  the  following  elements: 

(1)  the  types  of  review  to  be  performed  by  the  PSRO, 

(2)  a  plan  and  timeframe  for  phasing-in  of  review  in  short-stay 
hospitals  not  performing  review  for  the  contractor, 
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(3)  a  timetable  for  phasing-in  long  term  care  facilities, 

(4)  the  types  of  review  and  monitoring  which  will  be  continued  by 
the  intermediary  and/or  State  agencies, 

(5)  the  point  in  time  when  the  hospital's  review  findings  will  be 
accepted  by  the  Medicare  intermediary  and  Medicaid  State  Agency 
for  payment  purposes, 

(6)  specification  of  a  mechanism  by  which  the  State  agency  or  inter- 
mediary will  perform  post-payment  monitoring  of  review, 

(7)  specification  of  a  mechanism  for  bringing  problems  to  the  contractor 
and  definition  of  other  recourses  open  to  the  State  agency  or 
intermediary, 

(8)  specification  of  how  the  State  agency  or  intermediary  will  be 
involved  in  the  processing,  storage,  and/or  reporting  of  data  for 
the  contractor,  and 

(9)  a  plan  for  the  exchange  of  information  and  communication  regarding 
decisions  between  the  PSRO,  the  Medicare  intermediaries,  the 
Medicaid  State  agency,  and  the  State  Maternal  and  Child  Health 
and  Crippled  Childrens  Services  agency. 

5.4. 1    Title  V:     The  Maternal  and  Child  Health  and  Crippled 
Children's  Services  Program  (MCH/CCS) 

While  PSRO  review  replaces  Medicare  and  Medicaid  utilization 
review  and  is  binding  for  claims  reimbursement,  PSRO  determinations  may 
be  considered  by  State  Title  V  agencies  as  advisory  rather  than  binding. 


I 
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The  Title  V  legislation  and  its  applicable  regulations  include  require- 
ments and  responsibilities  for  the  MCH  and  CCS  State  agencies  that  differ 
from  those  of  Medicare  and  Medicaid.     The  State  MCH  and  CCS  agencxes 
receive  funds  appropriated  under  Title  V  upon  approval  of  a  State  Plan 
which  indicates  the  State's  compliance  with  the  requirements  of  the 
authorizing  legislation  and  governing  regulations. 

These  State  plans  describe  a  wide  variety  of  activities  related 
to  the  provision  and  review  of  direct  personal  health  care  and  services, 
including  those  related  to  quality  assurance  policies  and  procedures. 
Such  activities  include  the  establishment  of  MCH  and  CCS  prehospitalization 
clinic  services  and  review-related  procedures  which  lead  to  (a)  the 
establishment  of  a  patient  treatment  plan  prior  to  hospitalization, 
(b)  the  establishment  and  utilization  of  criteria  for  hospital  admission 
prior  to  hospitalization,   (c)  the  setting  of  the  initial  length  of  stay, 
(d)  prior  authorization  of  hospital  care  and  related  services,   (e)  arrange- 
ments for  discharge  planning,  and  (f)  post-hospital  care. 

There  is  an  important  difference  between  the  responsibility  on 
the  part  of  the  MCH  and  CCS  programs  for  admission  certification  (prior 
authorization  for  hospital  care)  and  the  PSRO's  responsibility  to  conduct 
admission  review  as  a  part  of  concurrent  review.     Admission  certification 
activity  by  the  MCH  and  CCS  programs  is  but  one  aspect  in  the  development 
of  a  total  patient  care  plan  -  from  early  identification  through  post- 
hospitalization  and  follow-up  care.     This  care  plan  may  or  may  not  include 
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hospitalization.  The  PSROs,  on  the  other  hand,  have  no  responsibility 
to  develop  such  care  plans  or  to  develop  appropriate  review  procedures 
at  the  pre-  and  post-hospitalization  ambulatory  care  levels. 

Title  XI  places  responsibility  upon  the  PSRO  for  assuring  review  of 
patients  for  whom  payments  are  made  under  Titlex  XVIII,  XIX,  and  V  of 
the  Social  Security  Act.     To  satisfy  the  review  requirements  for  Title  V 
patients,  either  the  PSRO  review  mechanism  approved  by  the  Department  for 
use  with  regard  to  Medicare  and  Medicaid  patients  or  another  mechanism 
which  the  PSRO  designs  in  conjunction  with  the  State  Title  V  agency  and 
which  is  approved  by  the  Department  should  be  utilized.    Suggestions  for 
various  alternative  approaches  to  this  review  have  been  made  by  3QA. 
It  is  required  that  the  ultimate  working  relationship  be  formalized  in 
an  MOU  between  the  PSRO  and  the  State  Title  V  agency. 

5. A. 2    Title  XVIII:     The  Medicare  Program 

Unlike  Titles  V  and  XIX  which  are  State  programs  with  Federal 
matching  funds,  Title  XVIII  is  a  completely  Federal  program.  Most 
direct  payments  under  the  program  are  carried  out  by  fiscal  intermediaries 
and  carriers,  private  organizations  w -o  contract  with  the  Federal 
Government  to  make  Medicare  financial  reimbursements  for  a  certain 
geographic  area.     Intermediaries  process  claims  for  in-patient  services 
(Part  A  of  Medicare);  carriers  process  claims  for  physicians  and  other 
practitioner  services  (Part  B  of  Medicare). 
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While  PSP.O  determinations  on  medical  necessity  and  appropriateness 
of  level  o£  care  are  binding  for  purposes  o£  adjudication  of  claims  on 
Title  XV/.1I  fiscal  in termediaries ,  Medicare  fiscal  intermediaries  retain 
authority  with  respect  to  other  factors  which  relate  to  coverage  and 
reimbursement  for  services.     Included  under  this  authority  „e  decisions 
as  to  patient  program  eligibility,  amount  of  reirfcursement  and  coverage 
of  services  under  the  program.    A  finding  by  the  fiscal  intermediary 
that  one  of  these  conditions  for  payment  is  not  met  can  result  in  nonpayment, 
eventhough  the  PSRO  certifies  the  medical  necessity  and  appropriateaess 
of  level  of  care  of  the  services  rendered.    These  fiscal  agents  also  play 
a  role  in  assessing  PSRO  performance  through  a  sample  in-depth  review  of 
health  care  claims.    The  monitoring  functions  of  the  fiscal  intermediaries 
are  oriented  toward  review  determinations  and/or  tread  analysis. 

Recause  the  PSRO  role  end  the  role  of  the  fiscal  intermediaries  - 
are  so  closely  related  in  decisions  affecting  reimbursement  for  services, 
cooperative  working  relationships  with  program  payment  agencies  are 
essential.    This  close  working  relationship  is  described  in  an  KOU 
detailing  the  responsibilities,  duties  and  obligations  of  both  the  PSRO 
and  the  fiscal  intermediary  or  carrier. 

5.4.3"  Title  XIX:     The  Medicaid  Program 

j       ~e  t-ha  p^RO  oroeram,  each  Title  XIX 
Prior  to  implementation  of  the  fbKU  progi*  , 

(Medicaid)  State  agency  was  responsible  for  performing  its  own  quality 

ilth  care  services  provided 


ass 


urance  and  utilization  review  on  neai 


1 


\ 
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„A»r  its  review.     The  Medicaid  State  Agency,  however, 
in  institutions  under  its  re^ew. 

nonKilitv  for  coverage  decisions  (i.e.,  whether  the 
still  retains  responsibility  ror  coveiu6 


service 


is  eligible  for  reimburser  .nt)  and  the  actual  amount  reimbursed 
for  the  serviee.    The  PSRO  assures  that  the  State  Medicaid  agency  pays  enly  for 
medically  necessary  services. 

Each  conditional  PSRO  is  required  to  develop  administrative 
procedures  for  coordinating  its  activities  with  those  of  the  State  prior 
to  beginning  review.    Departmental  policies  encourage  a  PSRO  to  incorporate 
these  administrative  procedures  into  a  TO  to  be  submitted  to  Che 
Department  fur  approval  prior  to  the  initiation  of  review. 

To  assist  DREW  in  the  effective  implementation  and  administration 
of  the  PSRO  program  and  to  assure  the  States  an  active  role  in  those 
aspects  cf  the  program  directly  impacting  on  the  States,  a  comprehensive 
approach  to  State  involvement  in  the  program  has  been  developed.  This 
provides  for  State  involvement  in  all  stages  of  PSRO  implementation. 
Federal  and  State  monitoring  roles,  and  a  complaint  system  through 
whicb  State  concerns  may  be  addressed  regarding  the  impact  of  PSRO  review 
determinations  on  State  expenditures  or  the  quality  of  care  given  to 
Medicaid  patients.    State  agencies  maintain  a  role  by  assisting  the 
Secretary  in  monitoring  the  performance  of  the  PSRO.     This  will  be  done 
by  monitoring  institutional  review  activities  on  a  ten  percent  sample 

o=     <nr1 udine  the  procedures  in  place  to  assure 
basis  focusing  on  process,  including  tne  P 

compliance  with  PSRO  review  requirements. 
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5. 4. A    Health  Systems  Agencies  (HSAs) 

It  is  readily  apparent  that  PSROs  and  HSAs  have  very  compatible, 
ultimate  objectives.    PSROs  are  to  promote  the  effective,  efficient, 
and  economical  delivery  of  individual  health  care  services  of  proper 
quality.    HSAs  are  to  improve  the  health  of  residents  of  their  health 
service  area,  increase  accessibility,  acceptability,  continuity,  and 
quality  of  health  services,  restrain  cost  increases,  and  prevent  unnecessary 
duplication  of  health  services. 

However,  PSROs  and  HSAs  have  distinctly  separate  responsibilities 
aid  functions  in  achieving  their  objectives.    PSROs  are  to  accomplish 
their  objective  through  the  application  of  professional  standards  of 
care  to  individual  cases  and  aggregate  patterns  of  care.    HSAs  are  to 
accomplish  their  tasks  through  providing  effective  health  planning  for 
the  health  needs  of  all  residents  in  their  respective  health  service 
areas,  promoting  the  development  of  needed  health  resources  and  reducing 
inefficiencies.     Also  decision  making  responsibility  for  an  area  plan 
rests  in  large  measure  with  the  consumers  of  the  area. 

The  activities  of  each  organization  can  be  valuable  to  the  other 
in  meeting  its  legislative  objectives.    However,  if  both  HSAs  and  PSROs 
are  to  maximize  their  capacity  to  assure  that  the  health  needs  of  the 
individual  and  the  total  community  are  met,  they  need  to  cooperate  and 
coordinate  their  respective  activities.     The  National  Health  Planning 
and  Resource    Development  Act  states  that  HSAs  should  secure   lata  from 
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other  organizations  for  use  in  the  agency's  planning  and  development 
activities,  enter  into  agreements  with  them  which  will  assure  that 
actions  taken  by  them  which  alter  the  area's  health  system  will  be 
taken  in  a  manner  which  is  consistent  with  the  Health  System  Plan  and 
the  Annual  Implementation  Plan  in  effect  for  the  area. 

Each  HSA  is  required  to  coordinate  its  activities  and  to  seek 
to  enter  into  a  written  agreement  with  each  PSRO  whose  service  area 
is  encompassed  in  whole  or  in  part  by  the  agency's  health  service  area 
for  the  purpose  of  achieving  coordination  of  their  activities.  This 
MOU  would  have,  as  a  minimum,  the  following  elements: 

(1)  provision  for  sharing  of  data  and  information  such  as  statistics  on 
patterns  of  utilization  and  quality  of  care  subject  to  the  PSRO 
confidentiality  policy  restrictions, 

(2)  provision  for  review  and  comment  by  the  PSRO  on  the  HSA's  Health 
System  Plan  (HSP)  and  Annual  Implementation  Plan  (AIP)  and  the 
criteria  adopted  by  the  agency  for  reviews  of  proposed  health 
system  changes  especially  with  respect  to  quality  of  care,  utiliza- 
tion of  services  and  facilities,  and  the  need  for  new  resources, 

(3)  provision  for  technical  assistance  to  be  made  available  by  the 

HSA  to  the  PSRO  and  by  the  PSRO  to  the  agency  especially  with  respect 
to  the  development  of  the  HSP,  AIP,  and  the  criteria  adopted  by  the 
agency  for  review  of  proposed  health  system  changes,  and 
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(4)  provision  to  assure  that  actions  taken  by  the  PSRO  which  alter 
the  areas'  health  system  will  be  taken  in  a  manner  which  is 
consistent  with  the  HSP  and  the  AIP  in  effect  for  the  area. 

5.5    The  PSRO  Area  Designations 

Section  1152  of  the  1972  Social  Security  Amendments  ordered  the 
Secretary  of  DHEW  to  establish  areas  throughout  the  country  within  which 
PSROs  would  be  designated.     The  law  provided  no  instruction  regarding 
the  size  or  make-up  of  the  areas.     The  legislative  history  in  the  Report 
to  che  Senate  Finance  Committee  provided  the  basis  for  the  Secretary's 
designation  guidelines  as  follows: 

•  In  general,  a  PSRO  area  should  not  cross  State  lines. 

•  In  general,  a  PSRO  area  should  net  divide  a  county. 

«      Existing  boundaries  of  local  medical  review  organizations  and  health 
planning  areas  should  be  considered. 

•  A  PSRO  area  should  generally  include  a  minimum  of  approximately 
300  licensed,  practicing  physicians.    While  the  maximum  can  be 
expected  to  vary  with  local  circumstances,  generally,  it  should 
not  exceed  2,500  licensed,  practicing  physicians. 

•  A  PSRO  area  should,  to  the  extent  possible,  coincide  with  a 
medical  service  area  and  assure  broad,  diverse  representation  of 

•    of  all  medical  specialities. 

•  The  designation  of  a  PSRO  area  should  take  into  account  the  need 
to  allow  effective  coordination  with  Medicare/Medicaid  fiscal  agen' 
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The  Secretary  published  a  set  of  area  designations  in  early  1973  and, 
after  public  comment,  a  final  set  of  designations  was  made  on  March  18,  1974, 
covering  the  fifty  States,   the  District  of  Columbia,  Puerto  Rico,  the 
Virgin  Islands,  Guam,  American  Samoa,  and  the  Trust  Territory  of  the 
Pacific  Islands.     There  are  thirty-one  statewide  PSROs  while  the  remaining 
States  have  multiple  areas.     (The  Secretary  is  authorized  to  revise  the 
area  designations  from  time  to  time  as  may  in  his  judgment  be  necessary.) 


1/ 


Number  of  Proposed  and  Final  Areat;  for  Each  State 


Alabama 

Alaska 

Arizona 

Arkansas 

California 

Colorado 

Connecticut 

Delaware 

District  of  Columbia 

Florida 

Georgia 

Hawaii,  American  Samoa,  Guam 
Trust  Territories  of  the 
Pacific  Islands 

Idaho 

Illinois 

Indiana 

Iowa 

Kansas 

Kentucky 

Louisiana 


Proposed 
Areas 

1 
1 

2 
1 
21 
1 
4 
1 
1 
8 
3 


2 
1 
7 
5 
1 
1 
1 
4 


Final 
Areas 

1 
1 

2 

1 
28 

1 

4 

1 

1 
12 

1 


1 
1 
8 
7 
1 
1 
1 
4 


JL/U.S.D.H.E.W. ,  Public  Health  Service,  PSRO  Program  Manual,  (Washington, 
D.C.:     U.S.  Government  Printing  Office,   1974),  Chapter  II,  pp.  28-29. 
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Proposed  Final 
Areas  Areas 

1  1 

Maine  ^  7 

Maryland  ^  5 

Massachusetts  g  10 

Michigan  ^  3* 

Minnesota  1 
Mississippi  5 
Missouri  ^  .  _  j_ 

Montana  ^  1 

Nebraska  1 
Nevada  ,  ]_ 

New  Hampshire  g  g 

New  Jersey  ^ 
New  Mexico  17 
New  York  ,  g 

North  Carolina  ^ 
North  Dakota  g  12 

Ohio  ^  1 

Oklahoma  ^  2 

Oregon  12 
Pennsylvania  ~  ^ 

Puerto  Rico  2^ 
Rhode  Island  ^ 
South  Carolina  * 
South  Dakota  2 
Tennessee  g  * 

Texas  ^  1 

Utah  £  1 

Vermont  .  1 

Virgin  Islands  ^  5 

Virginia  ^  1 

Washington  ^ 
West  Virginia  2 
Wisconsin  •  ^ 

Wyoming 


203 


*  Pending 


I 
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1/ 


National  Summary  of  PSRO  Areas 


Total  Number  of  PSRO  Areas  -  203 
States  Designated  as  Single  PSRO  Areas  -  (31) : 


Alabama 

Alaska 

Arkansas 

Colorado 

Delaware 

District  of  Columbia 
Georgia 

Hawaii,  American  Samoa,  Guam 
Trust  Territories  of  the 
Pacific  Islands 

Idaho 

Iowa 

Kansas 

Kentucky 


Maine 

Mississippi 
Montana 
Nebraska 
Nevada 

New  Hampshire 
New  Mexico 
North  Dakota 
Oklahoma 
Puerto  Rico 
Rhode  Island 
South  Carolina 
South  Dakota 


Utah 
Vermont 

Virgin  Islands 
Washington 
West  Virginia 
Wyoming 


States  Designated  as  Multiple  PSRO  Areas  -  (22): 


Arizona 

California 

Connecticut 

Florida 

Illinois 

Indiana 

Louisiana 

Maryland 

*  Pending 


Massachusetts 
Michigan 
Minnesota 
Missouri 
New  Jersey 
New  York 
North  Carolina 


Ohio 
Oregon 

Pennsylvania 
Tennessee' 
-Texas 
Virginia 
Wisconsin 


1/U.S.D.H.E.W. ,  Public  Health  Service,  PSRO  Program  Manual,  (Washington, 
D.C.:     U.S.  Government  Printing  0;fice,  1974),  Chapter  II,  pp.  29-30. 
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The  following  characteristics  relate  to  all  PSRO  areas: 

1/ 

Numb er  of  Physicians  in  PSRO  Areas 


^o.  of  Physicians 

0-500 
501-1000 
1001-1500 
1501-2000 
2001-2500 
2501-3000 
3001  and  over 


Total 


PSRO  Areas 

%  of  All  Areas 

46 

22 

60 

30 

2S 

14 

18 

9 

16 

8 

14 

7 

21 

10 

203 

100% 

Population 


Total  Population  in  PSRO  Areas 
No.  of  PSRO  Areas 


2/ 


500,000  or  less 
500,001-1,000,000 
1,000,001-1,500,000 
1,500,001-2,000,000 
2,000,001  and  over 


50 
81 
32 
22 
18 


%  of  All  Areas 

24 
40 
16 
11 
9 

100% 


Total  203 

■  ■  m|  ■  ; V  ;r  ,,„  r  I,, .  ^  (include  Ost^hU  ho^ltaXs! 


Range  of 
No.  of  Hospitals  in 
PSRO  Area 

1-10 
11-20 
21-30 
31-40 
41-50 
51-60 
Over  60 


No.  of  PSRO  Areas 

34 
70 
43 
17 

6 

5 
28 


%  of  All  Areas_ 

17 
34 
21 

8 

3 

3 
14 


Total  203 


100% 


1/ 
2/ 
3f 


USDHEW,  PSRO  Fact  Book,  p.  B-l 
Ibid. ,  p.  B-2 


Ibid. 
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1/ 

Hospital  Seds  Per  1,000  Population  in  PSRO  Areas 


Ho.  Bads /I, 000 


No.  o£  PSRO  Areas  %  of  All  Areas 


S9  4A 
Less  than  4  *  34 

4-4.99  JO  ^ 


5  of  nore 


Total  203 

2/ 

PSRO/HSA  Area  Correspondence 

PSROs  dealing  with  1  HSA  118" 
PSROs  dealing  with  2  HSAs  3* 
PSROs  dealing  with  3  or  more  HSAs  33 


ioo: 


203 

Includes  10  Statewide  PSROs  which  are  congruent  with  Statewide  HSAs, 


1/U.S.D.H.E.W.,  PSRO  Fact  Book,  p.  B- 
2_/Ibid.,  p.  B-3. 
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5.6    Types  of  PSROs  and  Membership 

The  PSRO  Amendment  to  the  Social  Security  Act  required  that,  in 
order  to  be  a  PSRO,  an  organization  be  (1)  a  nonprofit  professional 
organization,   (2)  composed  of  a  substantial  number  of  the  licensed 
doctors  of  medicine  and  osteopathy  engaged  in  the  practice  of  medicine 
or  surgery  in  the  area,   (3)  organized  so  as  to  be  capable  of  performing 
PSRO  review,  (4)  have  membership  which  is  voluntary  and  open  to  all 
licensed  doctors  of  medicine  and  osteopathy  (without  requirement  of 
membership  in  dues  payment  to  any  organized  medical  society  or  association), 
and  (5)  which  does  not  restrict  the  eligibility  of  any  member  for  service 
as  an  officer  or  for  assignment  to  the  dutires  of  the  PSRO. 

The  Secretary  of  DHEW  was  required  to  enter  into  agreements  with 
such  qualified  organizations  in  each  of  the  designated  PSRO  areas.  If 
by  January  1,  1978  (amended  from  January  1,  1974)  there  is  no  such 
organisation,  the  Secretary  may  enter  into  an  agreement  with  other 
public,  nonprofit  private,  or  other  agencies  or  organizations,  which 
he  determines  to  be  professionally  competent  to  perform  such  review. 
The  law  requires  that  the  Secretary  conditionally  designate  an  organization 
in  each  area  until  such  time  as  the  organization  demonstrates,  on  the 
basis  of  its  performance,  its  ability  to  fulfill  the  requirements  of 
the  law  fcr  a  PSRO.    At  that  time,  full  designation  as  the  PSRO  for  the 
area  will  be  made. 


/ 
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Soon  after  the  passage  of  the  law,  it  was  realized  that  the 
organizations  applying  for  contracts  differed  greatly.    Some  had 
already  been  performing  a  PSRO-type  review  on  a  demonstration  project 
or  other  basis.     These  would  require  minimal  time  and  reorganization  before 
qualifying  for  conditional  designation  and  beginning  conditional  review. 
However,  many  organizations  had  had  minimal  or  no  experience  with  review 
activities.    The  assistance  and  funding  requirements  of  these  two  types 
of  organizations  were  quite  different.     It  was  therefore  decided  that 
the  Secretary  would  accept  applicacions  for  two  kinds  of  funding,  plann5nr 
and  conditional  status. 

5.6.1    Planning  Organization 

Planning  contracts  have  been  available  to  organizations  that 
demonstrate  the  potential  to  meet  the  qualifications  for  conditional 
designation.     The  planning  contract  supplies  financial  assistance  o 
organizations  for  development,  towards  meeting  those  eligibility  requirements 

Planning  organizations  are  required  to: 

(1)  develop  the  organizational  structure  required  of  conditional  PSROs; 

(2)  enlist  a  substantial  number  (at  least  25%)  of  the  doctors  of  medicine 
and  osteopathy  licensee  to  practice  in  the  area,  such  doctors  to 

be  reasonably  representative  of  the  types  of  medical  practice  in 
the  area,   the  major  medical  specialties  and  patterns  of  iuedical 
practice,  and  provide  for  a  plan  of  continuing  recruitment  of  such 
members ; 

(3)  develop  a  detailed,   formal  plan  for  the  assumption  and  implementation 
of  conditional  PSRO  review  duties  and  functions; 

(4)  collect  baseline  data  and  develop  a  plan  for  meeting  PSRO  Management 
Information  System  (PMIS)  reporting  requirements;  and 

(5)  formulate  a  budget  for  performing  conditional  review  activities. 


! 

i 

\ 


i 
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5.6. 2    Conditional  Organizations 


The  purpose  of  the  conditional  phase  is  to  establish  the 
capability  of  an  organization  to  perform  the  duties  and  functions  of  a 
fully  designated  PSRO.     Before  an  organization  may  qualify  for  conditional 
PSRO  designation,  it  must  (1)  have  25  percent  of  the  area;s  physicians 
as  members,   (2)  have  a  detailed -plan  for  the  assumption  of  PSRO  review 
responsibilities,   (3)  be  an  incorporated  nonprofit  group  with  its  primary 
function  to  perform  PSRO  health  care  review  activities,   (4)  be  granted 
Federal  tax  exemption  status  under  Section  501(c);   (5)  have  an  approved 
set  of  by-laws,  and  (6)  develop  a  timetable  for  forming  an  advisory  group 
(if  applicable) . 

A    conditional  PSRO  is  expected  to  perform  the  following  functions: 

(1)  continue  the  recruitment  of  physician  members  and  develop  a  well- 
managed  organization; 

(2)  establish  formal  cooperative  relationships  with  other  agencies  and 
organizations  (Title  V,  XVIII,  and  XIX  agencies,  HSAs,  etc.); 

(3)  develop  norms  and  criteria  for  health  care  review,  unless  norms  and 
criteria  were  developed  during  the  planning  phase; 

(4)  implement  concurrent  review,  medical  care  evaluation  studies,  and 
profile  analyses  in  hospitals; 

(5)  delegate  review  activities  to  short-stay  hospitals  that  are  willing 
and  capable  of  review; 

(6)  implement  DKEW-prescribed  policies  pertaining  to  data  routing  and 
processing  and  Federal  reporting,  and 

(7)  implement  review  activities  in  long  term  care  facilities,  when  approved. 
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5.6.3  Fullv  Designated  PSROs 

If  a  conditional  PSRO  is  found  to  be  "substantially  carrying  out 
in  a  satisfactory  manner"  the  activities  and  functions  of  a  PSRO, 
described  above,  it  may  become  a  fully  designated  organization. 

5.6.4  Growth  of  the  Program 

The  following  information  shows  the  growth  and  progress  of  the 
program  since  its  beginning: 


Type  of  Contract 

Planning 
Conditional 
Fully  Designated 

TOTAL 

Unfunded  Areas 

*BQA  estimates  and  based  on  present  designation  of  PSRO  areas. 

21 

The  most  recent  physician  membership  data  available  are  as  follows: 


7/74 

7/75 

7/76 

3/77 

8/77 

10/78- 

91 
11 
 0 

58 
63 
 0 

33 
87 
 0 

59 
108 
 0 

64 
108 
 0 

0 

183 
20 

102 

121 

120 

167 

172 

203 

101 

82 

83 

36 

31 

0 

Date 


No.  of  Physicians  No.  of  Physicians  who 
in  Conditional  PSRO  Areas  are  PSRO  members  


27  000  ".000  (48%) 

b'n\                                   130  000  64,000  (49%) 

%15U                                 ul  000  80,000  (55%) 

FY  77  (estimate)               238,000  ■                   133,000  5  % 

FY  78  (estimate)               405,000  243,000  (60.) 


1/U.S.D.H.E.W.,  PSRO  Fact  Book,  p.  9,  plus  update  by  HCFA  personnel. 
2/U.S.D.H.E.W. ,  PSRO  Fact  Book,  p.  13. 
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5.7    Program  Operations 

Professional  Standards  Review  Organizations  review  the  health  care 
provided  to  patients  under  the  Medicare,  Medicaid  and  Maternal  and  Child 
Health  and  Crippled  Children's  Services  programs  and  make  judgements  on 
the  medical  necessity  and  quality  of  the  care.    In  addition,  PSROs 
determine  whether  care  should  be  provided  or  has  been  provided  at  a  level 
of  care  which  is  most  economical,  consistent  with  the  patient's  medical 
care  needs. 

Specifically,  the  PSRO  is  required,  over  time,  to  review  the  care 
provided  in  all  health  care  institutions  which  participate  in  the 
Medicare,  Medicaid,  and  Maternal  and  Child  Health  and  Crippled  Children's 
Services  programs.     This  includes  care  provided  in  short-stay  general 
hospitals,  mental  health  institutions,  tuberculosis  hospitals,  skilled 
nursing  facilities,  and  intermediate  care  facilities.     Initially,  the 
PSRO  has  been  required  to  establish  a  system  for  review  of  care  provided 
to  in-patients  in  short-stay  general  hospitals  and  develop  a  phased 
plan  for  the  performance  of  review  in  long  term  care  settings.    If  it 
demonstrates  capability  in  the  review  of  in-patient  short-stay  general 
hospital  and  long  term  care,  the  PSRO  may  develop  review  systems  for 
care  provided  in  other  types  of  institutions  and  for  noninstitutional  - 
care.     PSROs  may  request  authority  to  perform  review  of  ambulatory  care 
provided  they  are  able  to  meet  review  responsibilities  in  short-stay 
general  hospitals. 
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The  objectives  of  PSRO  review  are  the  same  for  each  health  care 
setting.     The  mechanisms  used  in  these  settings,  however,  are  varied  to 
take  into  account  the  distinct  characteristics  of  each  setting.  PSRO 
review  ^ichanisms  may  be  modified  over  time  to  reflect  advanced  review 

» 

techniques  and  assessments  of  their  effectiveness. 

5.7.1    PSRO  Short-Term  In- Patient  Hospital  Review 
PSROs  are  required  to  design  a  formal  plan  for  review.  The 
law  outlines  broad  parameters  and  requirements  of  the  review  system 
but  a  considerable  degree  of  discretion  is  allowed  to  the  PSRO.  The 
Department  of  DREW  has  developed  a  model  hospital  review  system.  It 
is  an  integrated  system  based  on  three  major  review  mechanisms: 

(a)  concurrent  admission  certification  and  continued  care  review, 

(b)  medical  care  evaluation  studies,  and  (c)  analysis  of  hospital, 
practitioner,  and  patient  profiles. 

A  PSRO  may  adopt  such  a  model  system  as  part  of  its  formal 
plan  or  develop  an  alternative  system  proposed  to  be  equally  or  more 
effective  than  the  model  system  in  meeting  program  requirements. 
Most  PSROs  have  incorporated  the  model  system  in  their  formal  plans,  but, 
with  experience,  are  expected  to  suggest  modifications  and  alternatives 
to  that  standard  design. 

* 

The  components  of  the  review  system  are  interdependent  yet  each 
is  designed  to  achieve  a  specific  objective.    The  purpose  of  the  concurrent 
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review  mechanism  is  to  assure  (a)   the  necessity  of  hospital  admissions, 
(b)  the  appropriateness  of  hospital  stays,  and  (c)  the  effectiveness 
of  discharge  planning.     The  concurrent  admission  certification  and 
continued  stay  review  component  removes  the  need  for  retrospective  claims 
review.     The  purpose  of  medical  care  evaluation  studies  is  to  improve 
quality  through  an  organized  and  systematic  process  designed  to 
(a)  identify  deficiencies  in  the  quality  of  health  care  and  in  the 
organization  and  administration  of  its  delivery,   (b)  correct  such 
deficiencies  through  education  aiA  administrative  change,  and  (c)  periodically 
reassess  performance  to  assure  that  improvements  have  been  maintained. 
Medical  care  evaluation  studies  provide  a  means  to  determine  the 
effectiveness  of  the  concurrent  review  component  and  to  identify  areas 
where  concurrent  review  should  be  instituted,  intensified,  or  relaxed. 
They  also  assist  in  validating  criteria,  norms,  and  standards  or 
provide  evidence  helpful  in  their  revision.     The  purpose  of  profile 
analysis  is  to  monitor  the  effectiveness  of  the  other  components  of  the 
PSRO  review  system  and  to  provide  indications  where  they  might  best 
be  directed  on  a  priority  basis.    Profile  analysis  also  contributes 
to  the  overall  evaluation  of  the  PSRO  program.    For  each  of  the 
components  in  the  PSRO  review  system,  norms,  criteria  and  standards 
are  used  to  assist  in  making  the  review  more  objective  and  in  screening 
from  a  number  of  cases  those  requiring  more  in-depth  review. 
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The  table  below  summarizes  the  types  of  PSRO  hospital  review: 
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This  requirement  has  been  changed  to  agree  with  JCAH  standards  requiring 
a  different  number  of  studies  each  year  depending  on  hospital  size. 
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Michael  J.  Goran,  e_t  al ,  "The  PSRO  Hospital  Review  System,"  Medical  Care,  XIII 
(April,  1975,  Supplement),  7. 
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5.7.1.1    Concurrent  Review 
The  concurrent  review  system  achieves  its  objectives  through 
two  components-admission  review  and  continued  stay  review.  Admission 
review  is  a  form  of  review  in  which  an  assessment  is  made  of  the  medical 
necessity  of  a  patient's  admission  to  a  hospital  using  PSRO  approved 
health  care  criteria.     If  the  admission  is  certified  as  medically 
necessary,  an  initial  length  of  stay  checkpoint  is  assigned  using 
regional  or  local  length  of  stay  norms  for  patients  of  the  same  age 
with  the  same  diagnosis  or  problem.    Medicare  and  Medicaid  payments 
terminate  at  the  end  of  this  period  unless  a  determination  is  made  that 
continued  stay  is  medically  necessary,  the  patient,  the  patient's  physician, 
and  the  institution  are  notified  and  afforded  an  opportunity  to  appeal 
this  decision. 

Initially,  concurrent  certification  of  elective  admission 
will  be  performed  on  all  elective  admissions  unless  the  PSRO  can  clearly 
identify  in  their  review  plan  diagnoses  (or  problems)  or  physicians 
which  do  not  require  such  review.    Over  time,  as  the  PSRO  performs 
concurrent  admission  certification,  it  will  identify  physicians, 
diagnoses  (or  problems),  and/or  institutions  which  no  longer  require 
admission  certification.     Such  could  be  indicated  by  (a)  absence  of 
admission  denials,   (b)  absence  of  inappropriate  lengths  of  stay, 
<c)  absence  of  the  delivery  of  diganostic  or  therapeutic  services 
inappropriate  to  the  hospital  level  of  care  and/or  (d)  results  of  medical 
care  evaluation  studies  which  indicate  that  the  health  outcomes  of  a 
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patient  hospitalized  for  a  particular  diagnosis  meet  locally  developed 
standards.    When  this  occurs  such  physicians,  diagnoses  (or  problems), 
or  institutions  would  not  be  subjected  to  admission  certification, 
although  continued  stay  review  could  still  be  performed.  Conversely, 
when  data  and  experience  indicated  that  admission  certification  was 
necessary  for  a  particular  physician,  diagnosis  (or  problem),  or 
institution,  it  would  be  instituted.     The  objective  here  is  to  assure 
the  efficient  and  effective  operation  of  the  admission  certification 
process  by  focusing  attention  on  defined  problem  areas. 

Initially,  certification  of  emergency  admissions  will  be  performed 
either  on  all  emergency  admissions  or  on  a  random  sample  or  selective 
basis  which  must  include  a  substantial  proportion  of  emergency  admis- 
sions to  each  hospital  in  the  PSRO  area.     Over  time,  the  PSRO  will 
eliminate  areas  not  needing  admission  certification  and  will  add 
others  so  that  the  admission  certification  process  would  become  an 
efficient  and  effective  process  which  assures  the  medical  necessity 
of  emergency  admissions . 

Continued  stay  review  occurs  during  a  patient's  hospitalization 
and  consists  of  an  assessment  of  the  medical  necessity  of  a  patient's 
need  for  continued  .confinement  at  a  hospital  level  of  care  and  may  also 
include  a  detailed  assessment  of  the  quality  of  care  being  provided. 
Continued  stay  review  is  designed  to  (a)  assure  that  payment  is  made 
only  for  health  care  which  should  be  delivered  at  a  hospital  level  of 
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care  unless  otherwise  justified  (e.g.,  no  lower  level  of  care  is 
available);   (b)  assure  that  the  health  services  provided  to  a  patient 
are  efficacious,  meet  locally  developed  standards  of  quality,  and  are 
delivered  at  a  time  most  consistent  with  the  patient's  needs;   (c)  assure 
effective  predischarge  planning;  and  (d)  where  necessary,  collect  data 
needed  for  use  in  medical  care  evaluation  studies. 

In  general,  continued  stay  review  consists  of  a  periodic 
reassessment  of  a  patient's  need  for  continued  stay  at  the  hospital  level 
of  care.     The  first  such  reassessment  occurs  on  or  before  the  day  initially 
assigned  during  the  admission  certification  process.     The  review  coordinator 
uses  screening  criteria  developed  by  the  PSRO  to  make  an  initial  assessment. 
The  nature  of  these  criteria  are  discussed  below.    If  on  the  basis  of 
criteria,  the  review  coordinator  determines  that  further  stay  is  justified, 
another  certification  period  is  assigned.    On  or  before  that  day,  the 
patient's  need  for  further  stay  is  reassessed.     If  the  review  coordinator 
questions  whether  further  stay  is  indicated,  the  case  is  referred  to 
the  next  level  of  review  as  defined  by  the  PSRO  (or  authorized  hospital). 
If,  after  consulting  with  the  patient's  attending  physician,  the  reviewer(s) 
find  that  further  stay  in  the  hospital  is  not  appropriate,  notice  of  such 
finding  is  given  to  the  hospital,  the  attending  physician,  the  patient,  and, 
in  the  case  of  a  Medicaid  patient,  the  Medicaid  State  agency.  Except 
under  unusual  circumstances,  this  notice  is  given  prior  to  the  expiration 
of  the  certified  period.     While  health  care  professionals  other  than 
physicians  can  make  initial  reviews  of  care,  according  to  PSRO  approved 
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criteria,  «„  P^cians  -  —  »  te6ardi"S 

,.         _-rp  services  provided  by 
^nHafpness  of  medical  C«re  seivi^  v 
the  necessity  or  appropriateness  u 

another  physician. 

^.^2_Jiejiic^^ 
Medical  care  evaluation  studies  are  retrospective  reviews  of 
care  and  of  medical  management  practices  which  are  conducted  in-depth 

<=  m,p  utilization  of  health  services 
to  assess  the  quality  and/or  nature  of  the  utilizat 

that  the  health  care  organization  supports  the  timely 
(1)  to  assure  that  tne  nediw 

m  to  focus  on  patterns  of  services  which 
provision  of  quality  care,   (2)  to  focus 

aTU,  f3\  t0  identify  changes  necessary 
<nay  require  modifications  in  review,  and  (3) 

1  .,    and  the  effectiveness  and  efficiency  of  utilization, 
to  improve  quality  and  the  enec 

„,a1  nr  actual  problem  is  identified, 
wop  af-iidv    a  potential  or  actudj.  v 
During  an  MCE  study, 

•      <c  taken    and  a  reassessment  is  made  to 
necessary  corrective  action  is  taken, 

determine  the  impact  of  the  corrective  action. 

MCE  studies  have  the  following  characteristics. 

,  .     Aanrh  studies  focusing  on  particular 
.      They  are  specifically  designed  in-depth  studies 

potential  problem  areas. 
#     They  are  usually  of  short  duration. 

.     &  My  be  P^ea       cases  „  *i»  screen^  —  ^ 

v         ,piv  oercei^ed  instances  of  medical  care 
they  may  focus  on  subjectively  percei^ 

administrative  inefficiency  or  substandard  quality. 
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i     u~o~-it-=>l  or  where  common  problems 
They  may  be  performed  by  a  single  hospital 

exist,  by  a  group  of  hospitals  in  a  coordinated  effort. 

per  the  most  part,  they  do  not  deal  with  an  individual  patient  or 

practitioner,  but  .ill  retire  information  related  to  the  care  provided 

by  a  number  of  practitioners  to  a  outer  of  patients. 

They  constitute  an  important  HnK  to  the  continuing  educational 

used  by  a  hospital  or  PSKO  in  the  development  of  curriculum  for, 

•   „  nf  rhe  effectiveness  of  its  continuing 
and  in  the  monitoring  of  the  eirecnve 

educational  efforts. 

of  admission  certification  and  continued  stay  review  and  identify 

areas  (diagnoses  or  Physicians)  where  admission  certification  and/ 

or  continued  stay  should  be  instituted  or  intensified. 

The  results  of  some  MCE  studies  may  identify  needed  changes 

m  the  organization  and  administration  of  health  care  delivery. 

When  such  is  the  case,  the  PSRO  or  hospital  should  provide  this 

ioformation  to  those  responsible  for  mahing  such  change,  and  help 

to  assure  that  necessary  action  is  taken. 

<      wr  studies  may  be  collected  retrospectively  and/ 
,     Data  necessary  for  MCE  studies  may 

,,„     Analysis  of  the  data  is  done  retrospectively.  _ 
or  concurrently,  analyse 
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5.7.1.3    Profile  Analysis 
Profile  analysis,  the  third  component  of  acute  care  review,  is 
a  retrospective  review  in  which  aggregate  patient  care  data  are  compiled 
in  order  to  analyze  the  patterns  of  health  care  services  and  lengths 
of  stay.     It  provides  the  PSRO  and  the  hospital  with  information  necessary 
to  determine  needed  MCE  studies  and  it  is  an  effective  means  of  monitoring 
concurrent  review  activities.    The  PSRO  also  uses  profile  analysis  to 
monitor  the  impact  of  PSRO  review,  compare  length  of  stay  data  and  to 


1/U 


.S.D.H.E.W.,  PSRO  Fact  Book,  p.  24. 
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evaluate  the  overall  effectiveness  of  the  program.    Other  uses  include 
providing  information  for  HD0  to  study  and  evaluate  "program 
management  and  performance." 

Is.  general,  the  PSRO  will  review  ancillary  services  and 
professional  patterns  of  care  by  using  the  existing  claims  review  systems 
of  Medicare  intermediaries  and  Medicaid  fiscal  agents,  medical  care 
evaluation  studies,  profile  analysis  and  other  hospital  data.  Such 
review  will  identify  types  of  ancillary  services,  practitioners,  or 
institutions  whose  patterns  of  utilisation  should  be  revieweo  more 
intensively  on  a  retrospective  or  concurrent  basis. 

1/ 
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5.7.2    Implementation  of  Review 

PSRO  efforts  have  initially  focused  on  in-patient  care  provided 
in  short-stay  hospitals  because  hospital  care  accounts  for  a  large 
portion  of  Federal  health  care  dollars  and  represents  a  high  volume  of 
patient  activity.    As  of  March  31,  1971,  of  the  approximately  6,000  short- 
term  non-Federal  hospitals  in  the  U.S.,  3,452  hospitals  were  in  areas 
where  there  was  a  conditional  PSRO  and  2,044  (approximately  60%)  were 
conducting  review  activities. 

The  following  information  on  the  progress  of  review  implementation 
past  and  projected  has  been  prepared  by  the  Office  of  Health  Standards 
and  Quality: 

1/ 

Implementation  of  Review:  Hospitals 

Dare  Number  of  Hospitals  Numbers  of  Hospitals  in 

Date  Under  Review  Conditional  PSRO  Areas 


W1  99  (15%) 

6/74                                        HI  362  (18%) 

6//5                                      ?  752  L291  (47%) 

6/76                                      2,7^  3)0AA  (60%) 

4/y77  ,        ,                           3  912  3,400  (87%) 
9/77    est.  3,912 

9/78  (est.)                           6,000  2/ 

Ttt,? lamentation  of  Review:  Discharges 

„    .     •  „f  rpjp,,i  Number  of  Federal  Dis- 

i  nnfi  nn  173,000  (17%) 

6/75                               I'llAaa  1,240,000  (28%) 

6//6                               Afo  ooo  4  700,000  (68%) 

9/77    est.                    Aill'ooo  8,600,000  (58%) 
9/78  (est.)  14,80O,UUU 


1/U.S.D.H.E.W.,  PSRO  Fact  Book,  p.  27  and  update  by  HSQB/HCFA  personnel. 
2/U.S.D.H.E.W. ,  PSRO  Fact  Book,  p.  28. 
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5.7.3    Delegated  and  Nondelegated  Review 
Section  1155(e)(1)  of  the  PSRO  states: 

"Each  Professional  Standards  Review  Organization  shall  utilize  the 
services  of,  and  accept  the  findings  of,  the  review  committees  of  a 
hospital  or  other  operating  health  care  facility  or  organization  located 
in  the  area  served  by  such  organization,  but  only  when  and  only  to  the 
extent  and  only  for  such  time- that  such  committees  in  such  hospital 
or  other  operating  health  care  facility  or  organization  have  demonstrated 
to  the  satisfaction  of  such  organization  their  capacity  effectively 
and  in  timely  fashion  to  review  activities  in  such  hospital  or  other 
operating  care  facility  or  organization  (including  the  medical  necessity 
of  admissions,  types  and  extent  of  services  order  and  length  of  stay) 
so  as  to  aid  in  accomplishing  the  purposes  and  responsibilities  described 
in  subsection  (a)(1),  except  where  the  Secretary  disapproves,  for  good 
cause,  such  acceptance." 

This  section  requires  PSROs  to  delegate  the  actual  conduct  of 
review  activities  to  individual  hospitals  or  other  health  care  facilities 
or  organizations  that  demonstrate  the  desire  and  ability  to  satisfactorily 
perform  such  review.     The  PSRO  will  utilize  the  services  of  and  accept 
the  findings  of  review  committees  in  these  institutions  in  lieu  of 
performing  the  review  itself  when  those  committees  demonstrate  an  ability 
to  conduct  review  in  an  effective  and  timely  manner. 

A  hospital  may  receive  authority  to  perform  delegated  review 
only  if  specified  criteria  are  met,  including:   (1)  25  percent  of  the 
physicians  practicing  in  that  hospital  are  PSRO  members,   (2)  the  hospital 
expresses  an  interest  in  performing  delegated  review  and  submits  an 
acceptable  review  plan,  and  (3)  the  hospital's  performance  in  past 
Medicare  and  Medicaid  review  activities  is  satisfactory. 
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The  PSRO  makes  an  assessment  of  the  types  of  review  to  be 
delegated  and  the  hospital,  accordingly,  receives  a  fully  delegated, 
partially  delegated  or  nondelegated  status.    Full  delegation  indicates 
that  the  hospital  review  comrittee  is  authorized  to  conduct  both  con- 
current review  and  medical  care  evaluation  studies  under  the  PSRO's 

4 

authority.    Partial  delegation  indicates  that  one  portion  of  the 
review  activities,  either  concurrent  review  or  medical  care  evaluation 
studies,  is  conducted  by  the  hospital  and  the  other  by  the  PSRO .  It 
may  also  indicate  that  only  the  review  coordinator  or  physician  review 
responsibility  is  delegated.    Profile  analysis  always  remains  a  PSRO 
review  function.    Regardless  of  the  delegation  status  in  a  particular 
institution,  the  PSRO  retains  the  responsibility  for  assuring  the 
effectiveness  of  the  review. 

The  Department  has  developed  model  MOUs  to  assist  PSROs  in 
establishing  their  relationships  with  hospitals  in  their  area.  The 
MOUs  outline  the  roles  and  activities  of  the  PSRO  and  the  hospital 
in  the  agreement.     Such  an  MOU  might  contain  the  following  elements: 
(1)  a  description  of  review  activities  to  be  performed;   (2)  a  schedule 
for  those  activities;   (3)  the  norms,  standards,  and  criteria  to  be  used; 
(4)  the  personnel  involved;   (5)  data  collection  and  processing; 
(6)  reporting  and  evaluation  requirements;   (7)  reconsideration  and 
appeal  mechanisms;  and  (8)  reimbursement  arrangements. 
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Hospitals  that  do  not  perform  any  review  are  defined  as 
"non  dele  gated"  hospitals.     In  a  nondelegated  hospital,  PSRO-emp  loved 
personnel  carry  out  all  review  activities.     Eventhough  PSRO  employees 
perform  the  review  tasks  in  nondelegated  hospitals,  an  agreement  is  often 
developed  to  clearly  define  the  respective  roles  and  duties  of  the  PSRO 
and  the  hospital. 

The  following  shows  the  distribution  of  the  various  hospitals 
under  review  according  to  their  delegation  status. 


1/ 

Delegation  Status 
9/75  12/75  3/76 


9/76 


Delegation 
Status    

delegated        70  (19.3%)     205  (32.3%)     397  (46.1%)     834  (61.0%) 
Delegated        44  (12.2%)      81  (12.7%)     106  (12.3%)     123  (  9.3%) 

"delegated      248(68.5%)     349(55.0%)     359(41.6%)  406(29.7%) 

Total  362  635  862  1363 

Hospitals 
Under  Review 


4/7: 


1437  (70.3%) 
125  (  6.1%) 
482  (23.6%) 
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5.8    Initial  Determinations,  Reconsiders H oris ■  Hearings  and  Anneals 
The  PCRO  law  and  the  policies  promulgated  in  the  PSRO  Program  Manual 
provide  for  a  system  of  reconsiderations,  hearings,  and  appeals  of  review 


1/U.S.D.H.E.W.,  PSRO  Fact  Book,  p.  9  and  update  by  HSQB/HCFA  personnel. 
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decisions.     The  specific  procedures  by  which  a  PSRO  conducts  reconsiderations 


Basically,   the  statute  mandates  that  any  provider  of  service  be 
given  an  opportunity  for  discussion  and  review  of  any  denied  approval  of 
a  service.     If  still  dissatisfied,  the  provider  is  entitled  to  a  hearing 
by  the  Secretary  of  DHEW  and  to  appeal  to  the  courts.    The  program  policies 
provide  greater  detail. 

The  PSRO  Program  Manual  states: 

Irrespective  of  the  review  methodology  utilized  by  the  PSRO, 
the  initial  determination  by  the  PS10  is  the  action  which  precipitates 
the  rights  of  dissatisfied  parties .. .Sub ject  to  a  jurisdictional 
limitation  that  the  matter  in  controversy  must  be  $100  or  mors 
(which  amount  includes  prospective  as  well  as  actually  rendered 
services),   the  beneficiary  or  recipient,  provider  or  practitioner 
has  a  further  right  to  review  of  a  PSRO  reconsidered  determination 
by  a  Statewide  Professional  Standards  Review  Council  (where  such 
exists).    A  beneficiary  or  recipient  may  appeal  a  decision  of  the 
Statewide  Professional  Standards  Review  Council  to  the  Secretary 
and  receive  a  formal  adjudicative  hearing.     (Where  no  Statewide 
PSRO  Council  exists,   the  beneficiary  or  recipient  may  appeal  a 
reconsidered  determination  directly  to  the  Secretary  if  the  $100 
jurisdictional  limitation  Is  satisfied.)    Where  the  amount  in 
controversy  is  $1,000  or  more  (which  amount  includes  prospective 
as  well  as  actually  rendered  services),  a  beneficiary  or  recipient 
is  entitled  to  judicial  review  of  the  decision  of  the  Secretary. 

An  initial  determination  is  the  action  taken  by  or  on  behalf  of  a 
PSRO  in  its  review  of  professional  activites.     It  is  subject  to  the  rights 
of  dissatisfied  parties  to  obtain  reconsideration,  hearing,  appeal  and 
judicial  review.     Initial  determinations  do  not  include  actions  taken 
w^-ch  respect  to  eligiblity  of  beneficiaries  or  recipients,  entitlement 
to  benefits,  or  reimbursement  questions. 


of  claims  determinations  are  required  to  be  included  in  its  formal  plan 
of  ooeration. 
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In  the  «se  of  a  disagreement  between  an  attending  physician  and 
the  PSRO  (or  its  delated  reviewers)  ,  the  PSRO  eonsnlts  with  the  attending 
phvsician  and  the  views  of  the  attending  physician  are  considered  prior 
E0  the  actual  rendering  of  a  PSRO  determination,    this  dialogue  does  not 
constitute  a  determination  hy  the  PSRO;  if  the  attending  physician 
changes  his  revest  for  services  or  items  to  conform  to  PSRO  retirements, 
there  is  no  adverse  determination.    This  communication  and  discussion  is 
conducted  prior  to  the  expiration  of  the  time  limit  on  rendering  an 
initial  determination. 

■    upon  rendering  an  adverse  initial  determination,  the  PSRO  must 
notify,  in  writing,  the  beneficiary  or  recipient,  the  attending  physician 
and  the  provider  of  the  initial  determination  on  the  claim,    notice  is 
else  to  be  provided  in  writing  to  the  intermediary,  carrier  and/.or  State 
Medicaid  agency  that  may  be  affected  by  the  decision.    The  initial 

,11  n^rt-ies  to  the  determination 
determination  is  then  final  and  binding  upon  all  parties 

unless  a  request  is  made  for  reconsideration. 

toy  party  to  an  initial  determination  who  is  dissatisfied  with  the 
determination  of  the  PSRO  or  hospital  review  co^ittee  may  request  a 
reconsideration.     In  addition,  the  PSRO  or  review  committee,  at  its  own 
initiative,  may  reconsider  its  initial  determination.     The.  PSRO  designates 
a  physician  or  a  physician  review  committee  (who  has  had  no  previous 
association  with  the  initial  determination  and  who  is  of  at  least  aqua! 

u     ™cri0  fhe  initial  determination) 
expertise  to  the  physician  or  committee  who  made  the 

to  conduct  the  reconsideration. 


| 
\ 
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in  reconsideraing  an  initial  determination,  the  PSRO  reviews  the 
determination,  the  evidence  and  findings  upon  which  the  determination 
was  based,  and  any  additional  evidence  submitted  to  the  PSRO  oc  otherwise 
obtained  by  the  PSRO.    A  reconsideration  is  not  a  formal  adversary  process. 
However,  the  physician  or  physycian  review  co^ittee  performing  a 
reconsideration,  in  reviewing  the  initial  determination  o£  the  PSRO, 
is  required  to  utilize  at  least  the  following  information: 

(1)  the  case  record  which  was  submitted  to  the  PSEC  initially  when  the 
a-tending  practitioner  proposed  to  provide  services  or  items, 

(2)  the  findings  of  the  PSRO  which  led  to  an  adverse  initial  determination, 

(3)  the  complete  record  of  the  hospital  stay  of  the  beneficiary  or 
recipient, 

(4)  any  additional  documentary  information  submitted  by  a  party  with 
its  request  for  reconai*-ration,  and 

(5)  any  oral  presentation  which  a  party  or  his  authorized  representative 
may  choose  to  present  to  the  physician  or  committee  conducting 
reconsideration . 

The  P.R0  then  makes  a  reconsidered  determination  affirming,  modifying 
or  reversing  the  adverse  initial  deterioration. 

•i    .-ho  nart-ies  to  the  reconsideration  in  writing 
The  PSRO  must  notify  the  parties  to 

of  its  reconsidered  decision.    Notice  is  also  provided  in  writing  to  the 
intermediary,  carrier  and/or  State  Medicaid  agency  or  its  designee  that 
„ay  be  affected  by  the  decision.    Such  notice  must  advise  beneficiaries 
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and  recipients,  practitioners  and  providers  of  their  rights  to  review  of 
a  reconsidered  determination  by  a  Statewide  Professional  Standards  Review 
Council,  or,  in  the  absence  of  a  State  Council,   to  a  hearing  by  the 
Secretary  if  the  matter  in  controversy  is  $100  or  more. 

The  reconsidered  determination  is  final  and  binding  upon  all  parties 
tothe  determination  unless  a  request  is  made  for  review  by  a  Statewide 
Professional  Standards  Review  Council,  where  one  exists,  or  for  a  hearing 
by  the  Secretary.     If  the  PSRO  reverses  or  modifies  an  earlier  adverse 
initial  determination,  and  the  patient  has  been  hospitalized  during 
the  period,  then  the  PSRO  retroactively  certifies  the  period  of  hospitaliza- 
tion, and,  tfhere  appropriate,  the  procedures  performed  for  payment. 

Information  with  respect  to  initial  determination  reconsiderations, 
hearings,  and  appeals  is  included  in  the  PSRO  Management  Information  System 
(PMIS).    At  this  time  no  data  is  available  regarding  the  numbers  of  reconsider- 
ations.   No  hearings  or  appeals  have  taken  place  to  date. 


5.9  Sanctions 

Each  health  care  provider  (including  physicians,  hospitals,  or  other 
health  rare  facilities,     organizations,  or  agencies)  who  provide 
services  that  ire  financed  under  the  Social  Security  Act  is  obligated 
to  assure  that  those  services  are  provided  only  when  medically  necessary, 
meet  recognized  professional  standards  of  health  care,  and,  in  the 
case  of  inpatient  services,  are  provided  in  the  most  economical  facility 
consistent  with  professionally  recognized  health  care  standards.  If 
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any  PSRO  determines  that  a  provider  has  violated  any  of  these  obligations, 
it  is  required  to  report  the  violation(s)   (through  the  Statewide  Pro- 
fessional Standards  Review  Council,  where  such  council  exists)   to  the 
Secretary  of  DHEW. 

If  the  Secretary  determines  that  a  provider  has  (a)  "by  failing,  in 
a  substantial  number  of  cases,  substantially  to  comply"  with  this 
obligation  or  (b)  "by  grossly  or  flagrantly  violating  any  such  obligation 
in  one  or  more  instances,  demonstrated  an  unwillingness  or  a  lack  of 
ability  substantially  to  comply  with  such  obligations",  he  may  temp- 
orarily or  permanently  exclude  the  provider  from  participation  in  the 
Federal  entitlement  programs.     In  lieu  of  this  sanction,  the  Secretary 

impose  a  fine  equal  to  the  cost  of  the  medically  improper  or  un- 
necessary services,  not  to  exceed  $5,000.     Providers  who  are  dissatisfied 
with  the  Secretary's  determinations  with  regard  to  the  imposition  of 
these  sanctions  are  entitled  to  judicial  review  of  the  decision. 

Some  disciplinary  actions  have  been  taken  against  Medicare /Medicaid 
providers  under  Utilization  Review  regulations.     However,  to  date,  no 
sanctions  have  been  imposed  by  the  Secretary  under  the  PSRO  statute. 

5.10    Other  Review  Programs 

Initially,  PSROs  have  focused  their  review  activities  on  short-stay, 
acute  care  hospitals.     Now  PSROs  are  beginning  to  assu.e  responsibility 
for  the  review  of  the  medical  necessity,  quality,  and  appropriateness  of 
health  care  provided  in  other  health  care  settings. 
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5.10.1    Long  Term  Care 

For  purposes  of  PSRO  review,  long  term  care  facilities  include 
skilled  nursing  facilities  and  intermediate  care  facilities  certified 
to  participate  in  the  medicare  and  medicaid  programs.     Following  the 
pattern  for  development  of  hospital  care  review  programs,  each  PSRO  is 
allowed  to  design  and  implement  a  health  cars  review  system  for  long  term 
care  or  to  adopt  a  model  developed  hy  DREW.    Model  guidelines  establish  a 
system  of  quality  assurance  based  on  peer  review  and  apply  the  review 
mechanisms  of  preadmission  review,  concurre-.t  review,  medical  care 
evaluation  studies,  and  profile  analysis.    Since  long  term  care  facilities 
have  unique  characteristics,  such  as  long  patient  stays,  review  procedures 
have  been  modified  for  use  in  these  settings.    In  long  term  care  review, 
admission  review  is  conducted  while  patients  are  still  in  the  hospital; 
the  concept  of  concurrent  quality  assurance  during  continued  stay  review 
is  emphasized;  and  multidisciplinary  involvement  in  review  activities 
is  stressed  to  reflect  participation  of  health  care  practitioners  other 
than  physicians  in  long  term  care  facilities. 

On  October  1.  1976,  the  Department  selected  15  conditional  FSROs 
to  participate  in  a  long  term  care  desecration  and  assessment  program. 

•  A    narticipating  PSROa  will  demonstrate  various  approaches 
Overa  2-year  perxod,  participating, 

poc.lts  of  th*  evaluation  of  these  demonstrations 
to  long  term  care  review.    Results  ot  ^  e 

guide  the  Department  in  the  further  refinement  of  the  PSRO  long 
cerm  care  review  guidelines  and  regulations.     In  addition  to  the  15  PSROs 
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participating  in  the  demonstration  program,   five  other  PSROs  are  conducting 
long  term  care  review.     In  fiscal  years  1977  and  1978,  3QA  plans  to  fund 
20  additional  PSROs  to  conduct  long  term  care  review. 

5.10.2    Ambulatory  Care  Review 

Ambulatory  care  includes  all  care  not  provided  in  an  institutional 
setting.     This  includes  services  provided  in  a  physician's  office,  an 
outpatient  clinic,  or  in  the  outpatient  department  of  a  hospital.  PSROs 
are  not  required  by  law  to  provide  review  of  such  care,  although  review 
can  be  implemented  af  the  request  of  the  PSRO  and  with  the  approval  of 
the  Secretary. 

Recognizing  the  need  to  integrate  the  plethora  of  review 
activities  which  have  developed  in  ambulatory  settings,  as  well  as  to 
provide  guidance  to  PSBOs  in  developing  ambulatory  care  review  programs, 
the  Bureau  of  Quality  Assurance,  in  conjunction  with  the  Robert  Wood 
Johnson  Foundation,  commissioned  a  study  to  "acquire  and  coument  knowledge 
of  presently  operational  ambulatory  care  quality  assurance  projects." 
The  first  report,  prepared  in  three  volumes  by  the  contractor,  Health 
Care  Management  Systems,  Inc.,  represents  the  first  phase  of  a  two-phase 
research  effort  which  is  directed  at  setting  priorities  for  ambulatory 
care  quality  assurance  review  by  the  Sureau  of  Quality  Assurance:  During 
the  course  of  Phase  I,  the  contractor  systematically  reviewed  27  ambulatory 
quality  assurance  systems.     Characteristics  of  these  programs,  as  well 
as  technical  aspects  of  their  data  collection  and  analysis  efforts, 
are  described  in  detail. 
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DHEW  funded  five  PSROs  in  fiscal  year  1976  to  serve  as  demonstra- 
tion sites  for  ambulatory  care  review  so  that  various  technique*  for 
review  might  be  tested  in  a  PSRO  setting.     Five  additional  sites  are 
expected  to  be  funded  daring  the  next  two  years.     It  is  expected  that 
these  efforts  will  produce  guidelines  for  the  conduct  of  ambulatory  care 
review  by  interested  PSROs. 

5.10.3    Review  of  Non-federal  Patients 

PSROs  have  been  encouraged  to  expand  review  activities  to 
include  private  (non- federally  reimbursed)  pacients.  Currently, 
54  percent  of  conditionally  designated  PSROs  are  conducting  some  form 
of  private  review.    It  is  anticipated  that  expansion  of  review  will 
ultimately  maximize  the  impact  of  the  PSRO  program. 

5.11    Data  Systems  and  Reporting 

Section  1155(f)(1)(B)  of  the  ?sfo)  legislation  requires  DHEw  to 
establish  a  data  system  to  meet  the  needs  of  the  program.    To  that  end, 
the  PSRO  Management  Information  Systems  (PHIS)  was  developed  in  an 
effort  to  meet  the  needs  of  the  individual  PSROs  and  the  Federal  Government 
At  the  PSRO  level,  data  is  essential  for  developing  profiles  of  facilities, 
practitioners,  and  health  care  services;  monitoring  and  managing  the 
concurrent  review  process;- supporting  MCE  studies;  measuring  the  impact 
of  MCE  review  and  evaluating  PSRO  performance.    At  the  national  level, 
the  Jata  is  important  in  providing  feedback  to  DREW,  regional  offices, 
and  PSROs  in  order  to  plan,  operate,  monitor  and  asses,  the  program  at 
local,  as  well  as  the  national  level. 


The  PHIS  will  be  made  up  of  several  key  subsystems  which  are  intended 
to  form  an  integrated  input/output  system.     The  elements  of  the  system 
utilized  in  the  PSRO  output  reports  are  the  Federal  Reports  Manual  (FRM) 
and  the  Contracts  Management  Manual  (CMM) . 

The  Federal  Reports  Manual  is  made  up  of  our  areas  of  reporting 
requirements : 

•     Concurrent  Review  Activity — Data  on  the  volume  of  admission 

certifications,  continued  stay  review,  physician  advisor  involve- 
ment in  certification  and  continued  stay  decisions,  length  of  stay, 
and  certified  days  approved  and  utilized. 

©     Medical  Care  Evaluation  (MCE)  Study  Reporting— Data  on  the 

number  and  types  of  MCE  studies  being  performed  and  the  status 
and  outcome  of  these  studies. 

©     Cost  Reporting— Data  on  PSRO  and  delegated  hospital  costs  by 
function  and  expenditure  category. 

•     PSRO  Hospital  Discharge  Data  Set  (PHDDS)  Reporting— Data  on  all 

Federal  patients  reviewed  by  the  PSRO  and  their  delegated  hospitals. 

The  Contract  Management  Manual  subsystem  will  provide  baseline  data  on 
characteristics  of  the  PSRO  area,  PSRO  membership  status,  and  descriptions 
of  plans  for  training,  data  system,  and  review  activities. 

PMIS  is  designed  to  provide  feedback  in  the  way  of  reports  to  managers 
at  all  the  Federal,  regional,  state,  and  local  levels  who  need  to  know 
about  the  operations  of  the  PSRO  program.     These  reports  are  intended 
to  provide  summary  information  about  the  PSRO  program  as  a  whole,  about 
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groups  of  comparable  PSROs,  and  about  the  individual  PSROs.     They  are 
neant  to  be  used  to  analyze  the  data  reported  by  PSROs  to  determine 
whether  significant  trends  have  been  established  as  a  result  of  PSRO 
activity.    Comparative  analyses  of  sinilar  PSROs  will  be  possible  and 
special  analytical  reports  will  be  continuously  developed  to  study 
specific  aspects  of  the  PSRO  program  in  a  particular  area,  region,  and 
the  Nation  as  a  whole. 

The  PMIS,  implemented  in  the  Summer  of  1975,  in  operating  PSROs ,  is 
still  under  development,  testing  and  refinement,  and  ultimately  will 
be  operational  in  all  PSRO  sites.     To  date,  all  components  of  the  PMIS 
have  been  implemented  with  the  exception  of  the  PHDDS  reporting.  It 
is  expected  that  this  component  will  be  in  process  by  tne  end  of  this 
ye,.     All  components  will  be  continually  refined  and  adjusted  as  data 
needs  change. 


< 
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6.     Methodological  Aspects  in  the  Evaluation  of  Peer  Review  Programs 

The  translation  of  a  mandate  to  evaluate  a  program  such  as  PSRO  to 
an  effective  research  design  entails  many  decisions,  large  and  small. 
Many  of  these  decisions  are  determined  by  the  conception  of  the  goals 
of  the  program  to  be  evaluated,  the  choice  of  measurement  variables,  . 
and  the  availability  of  data.~^    Further,  the  literature  of  previous 
evaluations  provides  examples  to  be  emulated   and  others  tc  be  avoided. 
This  section  reviews  some  of  the  factors  which  conditioned  the  design 
of  the  PSRO  evaluation. 

6.1    Basic  Sources  of  Data  for  Research  and  Evaluation  in  Hospital  Care 
This  section  will  review  the  major  sources  of  data  available  to 

evaluators,  with  special  attention  to  the  problems  of  validity  and 

reliability  of  each  source  of  information. 

Health  data  are  riddled  with  problems  for  the  reviewer  and  the  evaluator. 
Whether  methodological  or  political,  these  problems  are  essentially  the 
same  as  those  encountered  in  other  social  ?ystems.    Any  operationally 
based  data  reflecting  interpersonal  transactions  and  covering  more  than 
one  source  face  issues  of  uniformity,  validity,  reliability,  confidentiality, 
utility,  timeliness,  autonomy,  and  accessibility. 

In  the  medical  care  field,  there  are  few  examples  of  integrated 
information  systems  at  the  level  where  care  is  delivered.    For  the  most 


I/The  evaluation  was  guided  in  its  definition  of  the  task  by  a  planning 
document:     USDHEW,  Office  of  the  Assistant  Secretary  for  Health,  Office  of 
Professional  Standards  Review,  Program  Evaluation  Plan:  Professional 
Standards  Review  Organizations,  September  22,  1975. 
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part,  medical  Information  can  be  crudely  divided  between  clinical  data  and 
billing  data.    As  the  role  of  third  party  payors  has  increased,  billing 
data  (with  a  few  additions)  have  become  claims  data.    Clinical  data  are 
comprised  or  provider  notes  and  reports  of  ancillary  services  provided  — 
i.e.,  laboratory,  radiology,  pathology  —  and  are  contained  in  the  medical 
record.    The  medical  record  and  its  summary,  the  medical  record  abstract, 
are  discussed  below.    A  discussion  of  claims  data  and  other  major  data 
sources  follows. 

6.1.1    Medical  Records  and  Hospital  Discharge  Abstracts 
Medical  Records:     The  primary  purpose  of  the  medical  record  is 
to  facilitate  and  document  the  provision  of  medical  care  in  hospitals. 
Ideally,  a  medical  record  contains  documentation  of  the  actions  and 
observations  of  the  providers  of  care  for  .each,  patient/system  transaction. 
At  the  present  time,  however,  there  is  no  standard,  universally  accepted 
method  of  recording  the  plethora  of  information  which  can  accumulate 
during  a  hospital  stay,  let  alone  a  series  of  such  encounters.  Further, 
some  of  the  data  are  typically  either  illegible  or  disorganized  and 
records  are  not  always  available  when  needed. 

Several  factors  can  be  expected  to  improve  medical  documentation 
in  the  future.    As  the  number  of  providers  caring  for  any  one  patient 
increases,  the  shared  medical  record  increases  in  importance  because  it 
becomes  a  means  for  communication  among  providers.     In  hospital  and  group 
practice  settings,  therefore,  somewhat  more  attention  is  given  to  the 
thoroughness,  consistency  and  organization  of  the  medical  record. 
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The  recent  attention  given  to  medical  malpractice  litigation  has  emphasized 
the  need  for  full  and  accurate  recording  of  care.     Record  reviews  carried 
out  as  a  part  of  Medical  Care  Evaluation  studies  have  also  highlighted  this 
need.    Finally,  many  institutions  have  adopted  notation  systems  such  as 
the  Problem-Oriented  Medical  Record  which,  when  properly  implemented, 
can  make  the  recording  of  medical  information  systematic,  accessible,  and 
communicable. 

Hospital  Discharge  Abstracts:     Even  the  best  medical  records, 
given  their  primarily  clinical  purpose,  are  difficult  to  use  for  adminis- 
tration or  research.    Since  the  early  1950s,  procedures  have  been  developed 
to  abstract  the  important  elements.    This  summarization  of  the  record 
makes  feasible  a  retrospective  review  of  the  care  delivered  and  resources 
utilized,  particularly  with  the  advent  of  computerized  record  abstracting.  In 
order  to  systematize  and  delegate  the  routine  audit  procedures,  decisions 
have  to  be  made  as  to  which  items  would  be  codified  and  their  coding 
schemes  specified.    Once  the  abstract  is  limited  to  a  specific  set  of  items 
in  coded  form,  the  abstract's  data  have  the  requisite  form  for  machine 
manipulation. 

Several  abstracting  systems,  differing  in  scope,  data  elements, 
and  coding  schemes,  have  been  developed  in  the  past  two  decades.     Some  laree 
hospitals  have  their  own  systems,  while  many  more  subscribe  to  tabulating 
services.    Generally,  these  data  systems  code  selected  information  on 
each  inpatient  stay  into  machine-readable  form,  cumulate  these  records 
in  files  on  computer  disks  or  tapes  after  subjecting  them  to  various 
error-checks,  and  generate  routine  reports  on  a  monthly,  quarterly,  or 
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annual  basis  such  as  a  diagnostic  index,  operative  index,  physician/surgeon 
index,  and  discharge  analyses  by  diagnosis,  service,  and  payment  source. 
Systems  differ  with  regard  to  the  types  and  frequencies  of  such  routine 
reports,  as  well  as  the  ease  with  which  special  analyses  can  be  done. 

Hospitals  in  the  past  two  decades  have  increasingly  turned  to 
computer  data  processing  to  help  assess  their  own  management  and  the  patient 
care  they  provide.    From  the  standpoint  of  a  hospital,  participation  in  a 
regional  or  national  abstracting  system  matters  primarily  in  one  way:  the 
abstracting  service  can  provide  the  hospital  with  norms  derived  from  data 
it  has  collected  on  other  hospitals.     Some  larger  hospitals  have  foregone 
this  capability  and  set  up  their  own  systems,  considering  this  arrangement 
more  economical  and  more  flexible.    Other  hospital,  have  collaborated  in 
forming  regional  data  systems,  basically  for  the  same  reason. 

From  the  standpoint  of  a  nationwide  program  evaluation,  however, 
the  proliferation  of  data  systems  presents  an  obstacle,  for  these  systems 
are  usually  not  compatible  in  data  elements,  definitions,  and  coding. 
For  example,  the  following  systems  are  among  those  which  have  appeared 
in  the  past  25  years: 

(1)  CPHA,  nationwide,  19531/ 

2/ 

(2)  QUEST,  northeastern  Ohio,  1958— 

3/ 

(3)  HUP,  western  Pennsylvania,  1963— 

1/V    N.  Slee,  "Inf oration  Systems  and  Measurement  Tools,"  JAMA,  vol.  196, 
no.  12  Uune  20,  1966),  pp.  1063-1065. 

2/j    R.  M^nix,  "The  QUEST  Program  of  Northeast  Ohio,"  Medical  Care, 
vol.  8,  no.  4,  supplement  (July-August  1970). 

3/p.  M.  Lewis,  "The  Hospital  Utilization  ft 
Medical  Care,  vol.  8,  no.  4,  supplement  (July-August  1970). 
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(4)  HSDW,  Wisconsin,  1966^/ 

(5)  CHDC,  California,  196 7^/ 

Two  of  these  deserve  special  attention  here  because  they  are  used  in  the 
present  study. 

The  earliest  and  still  the  largest  data  system,  the  Professional 
Activities  Study  (PAS)  was  begun  in  1953.     PAS  is  operated  by  the  Commission 
on  Professional  and  Hospital  Activities  (CPKA) ,  a  nonprofit  corporation 
established  under  the  sponsorship  of  the  American  College  of  Physicians, 
the  American  College  of  Surgeons,  the  American  Hospital  Association,  and 
the  Southwestern  Michigan  Hospital  Council.    CPHA  also  operates  a  Medical 
Audit  Program  (MAP)  and  a  Quality  Assurance  Monitor  (QAM)  for  subscribing 
hospitals.     The  PAS  and  PAS/MAP  abstracts  are  completed  by  a  hospital's 
Medical  Record  Department  using  a  structured  form.     There  is  also  provision 
for  the  inclusion  of  additional  "optional"  data.    A  recently-developed 
alternative  data  recording  form  is  compatible  with  PSRO  reporting  require- 
ments.    Batches  of  completed  abstracts  are  mailed  to  CPHA  where  they  are 
stored  on  computer,  with  routine  reports  being  presented  to  subscribers. 
Statistics  are  compiled  periodically  using  both  the  standard  PAS  data 
items  and  the  hospital  optional  data.     CPHA  encompasses  28%  of  the  short- 
term  hospitals  and  41%  of  the  short-term  hospital  discharges  in  the  United 
States  (CPHA,  Hospital  Roster,  June  1,  1976). 


£/'S.  Shindell,  "The  Hospital  Discharge  Abstract  System  in  Wisconsin," 
Medical  Care,  vol.  8,  no.  4,  supplement  (July-August  1970). 

5/E    Leighton,  "MR I  -  The  Medical  Record  System  of  the  California  Health 
Data  rnrpnr.rion."  Medical  Care,  vol.  8,  no.  4,  supplement  (July-August 
1970). 
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The  California  Health  Data  Corporation  (CHDC)  is  a  nonprofit 
private  organization  founded  in  1967  by  the  California  Hospital  Association 
and  the  California  Medical  Association.-'     m  many  respects,  CHDC  operates 
in  the  same  manner  as  the  CPHA  system,  although  it  is  a  regional,  rather 
than  a  national,  abstracting  service.     Its  basic  form  is  an  abstract  of  the 
medical  record  called  Medi-Record  or  MRn  consists  of  patient  identification 
and  social  characteristics,  diagnosis  and  procedure  information,  planning 
data,  and  total  charges.     CHDC  currently  serves  approximately  260  hospitals 
in  13  Western  states,  about  200  of  which  are  in  California,  and  process 
1.5  million  hospital  discharge  abstracts  annually. 

6.1.1.1    Increasing  the  Comparability  of  Abstract  Data 
Several  factors  have  increased  the  compatability  of  hospital 
discharge  abstracting  systems.    Most  prominent  is  the  development  of  uniform 
systems  of  diagnostic  coding,  the  most  widely  used  of  which  is  the 
International  Classification  oi  Diseases,  Adapted  (ICDA) ,  which  is  currently 
undergoing  its  ninth  revision.     Several  such  systems  are  currently  in  use 
and  each  is  changing  over  time,  so  that  gathering  data  on  hospital  inpatient 
diagnoses  over  large  areas  and  over  time  is  still  a  complex  undertaking. 
Computer  programs  exist  to  translate  from  more  complex  coding  terminologies 
to  simpler  ones,  but  it  is  logically  impossible  to  translate  in  the 
other  direction  without  losing  some  diagnostic  validity.    A  similar  movement 
co  develop  codes  for  health  problems  treated  in  ambulatory  care  is  currently 
in  its  early  stages. 

1/E.  Leighton,  "MM  ~  The  Medical  Record  System  of  the  California  Health 
Data  Corporation,"  op.  cit . 
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Uniform  cedes  for  categorizing  the  services  performed  both  in 
the  physician's  office  and  in  the  hospital  setting  or  laboratory  are  also 
of  recent  origin.     Examples  of  uniform  procedural  coding  systems  now  in 
use  include: 

(1)  Standard  Nomenclature  of  Diseases  and  Operations  (SN0D0) 

(2)  Systematized  Nomenclature  of  Pathology  (SNOP) 

(3)  Current  Procedural  Terminology  (an  AMA-developed  coding  system 
now  in  its  third  revision,  CPT-III) 

(4)  Blue  Shield  Coding  and  Nomenclature  Manual 

(5)  California  Relative  Value  Scale  (CRVS) 

(6)  Uniform  Medical  Procedural  Terminology  (a  DHEW  effort) 

Progress  has  also  been  made  in  increasing  the  uniformity  of  the 
specific  data  elements  abstracted  f,om  the  hospital  record.    Realizing  the 
need  for  uniform  and  standardized  data  in  the  health  care  area,  those 
concerned  with  the  collection  and  use  of  health  data  initiated  a  series  of 
conferences  as  well  as  research  and  development  activities  designed  to 
bring  about  standardization  in  the  field.     In  1969,  a  Conference  on 
Hospital  Discharge  Abstract  Systems  reviewed  the  functioning  of  abstract 
systems  and  other  organizations  "regularly  collecting  summary  information 
individual  hospital  patients  for  external  use  as  well  as  for  the  needs 


on 


of  the  hospital".— 


Participants  in  the  conference  included  representatives  from  the 

,    ah«t-rACtin2  services,  hospital  administrators  and  medic 
Federal  government,  abstracting  ^iviuw,  r 

i/  u         a  v    t     White    editors,  "Hospital  Discharge  Data: 

Mumaghan  and  K.  L .  White,  ^ors,         J  Syste[ns,"  Medical 

Report  on  the  Conference  on  Hospital  Discharge 
Care,  vol.  8,  no.  4  supplement  (July-August  1970). 
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record  librarians,  physician  groups,  third  party  payors,  health  care 
planners  and  members  of  the  research  community.    They  determined  that  a 
minimum  base  uniform  data  set  could  be  identified  and  implemented  for 
multiple  uses,  such  as:     medical  and  administrative  management  and 
evaluation  within  the  hospital,  health  care  planning,  epidemiological 
research,  and  claims  reporting.     Such  a  set  of  data  items  was  identified. 
The  conference  then  recommended  that  a  continuing  technical  effort  by  the 
National  Committee  on  Vital  and  Health  Statistics  (an  advisory  group  to 
the  Department  of  Health,  Education,  and  Welfare)  be  mounted  to  further 
refine  the  data  set  and  to  specify  coding  schemes. 

A  large-scale  demonstration  research  study  entitled  "The  Uniform 
Hospital  Discharge  Data  Demonstration"  conducted  by  the  Blue  Cross 
Association  Health  Services  Foundation  and  supported  by  the  National 
Center  for  Health  Services  Research  demonstrated  the  feasibility  of 
collecting  minimum  basic  data  with  uniform  definitions  using  hospital 
discharge  abstracting  systems.    This  demonstration  also  documented  the 
degree  to  which  these  data  could  satisfy  a  multiplicity  of  user  requirements 
Subsequently,  several  iterations  of  data  specification  have  produced  what 
is  commonly  called  the  Uniform  Hospital  Discharge  Data  Set  (UHDDS).  The 
PSRO  Hospital  Discharge  Data  Set  (PHDDS) ,  a  part  of  the  PSRO  Management 
Information  System,  incorporates  the  data  elements  and  reporting  require- 
ments of  the  UHDDS,  along  with  data  describing  concurrent  review  activities. 


1/d.  A.  Hodgson,  L.  E.  Kucken,  and  J.  M.  Ensign,  The  Uniform  Hospital 
Discharge  Data  Demonstration  Summary  Report,  USDHEW,  Public  Health  Service 
Publication  No.  HRA  74-74-3102  (July  1973). 
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6.1.1.2    The  Reliability  of  Hospital  Discharge  Abstracts, 
Abstracted  data,  whether  forwarded  to  a  tabulating  service  or  not, 
are  vulnerable  to  inaccuracy.     The  amount  and  type  of  training  and  super- 
vision, along  with  the  personal  perceptions  of  the  abstractor,  affect  the 
accuracy  of  the  abstract's  content.     Too  seldom  are  there  monitoring 
systems  to  ascertain  the  sources  and  possible  remedies  for  these  inaccuracies. 
One  of  the  classic  causes  of  inaccurate  data  is  a  lack  of  perceived  utility 
to  the  system  providing  it.    Without  a  short-term  practical  value  to  the 
hospital  or  its  staff,  the  abstracting  of  medical  records  may  be  rife 
with  coding  and  transposition  errors. 

One  recent  study  has  dealt  with  the  reliability  involved  in  the 
collection  o£  uniform  hospital  data.    As  part  o£  their  endeavor  to  identify 
a  viable  data  base  for  components  of  the  rSKO  program,  the  Office  of  Quality 
Standards  funded  the  Institute  of  Medicine  to  assess  the  reliability  of 
hospital  utilization  data  compiled  by  discharge  abstracting  services  and 
based  on  abstracts  of  medical  records.^    The  reliability  of  seven  infor- 
mation items  from  the  original  abstract  was  determined  by  comparing  the 
coding  of  those  items  with  the  results  of  an  independent  reabstracting  or 
che  medical  records  by  a  trained  field  team,  noting  the  frequency  and  type 
of  discrepancies.     The  analysis  showed  that  information  on  hospital 
admission  data,  discharge.data,  patient's  date  of  birth  or  age,  sex,  and 
anticipated  principal  source  of  payment  was  highly  reliable.    This  supports 
the  validity  of  using  such  data  as  admission   .ates  and  lengths  of  stay 
from  hospital  discharge  abstracts  in  the  present  evaluation.  However, 

IhZon.l  Academy  of  Sciences,  Institute 
of  Hospital  Dischar^e.Abstracts,  (Washington,  D.C.. 
Sciences,  1977). 
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diagnosis  codes  such  as  H-ICDA  or  ICDA-8  were  found  to  be  less  reliably 
applied.    The  original  abstract  and  the  Institute  of  Medicine  re-abstract 
agreed  for  only  65.2  percent  of  the  records;  for  procedures,  the  level  of 
agreement  was  73.2  percent.    The  Institute  recommended  the  improvement 
of  medical  recording,  abstracting,  and  information  processing  practices, 
particularly  if  such  data  are  to  be  used  in  evaluating  the  impact  of  the 
PSRO  program. 

6.1.2    Claims  as  a  Source  of  Data 

Sinca  much  of  the  health  care  provided  in  hospitals  today  is 
financed  by  third  parties,  hospital  claims  for  payment  can  be  an  important 
source  for  research  information.     Since  they  are  routinely  collected  and 
processed  by  computer,  such  data  can  be  readily  manipulated  to  provide 
data  useful  for  program  evaluation. 

Claims  data  must  be  approached  with  caution,  however.    First  of 
all,  they  are  subject  to  the  same  kinds  of  recording  errors  noted  above 
with  regard  to  hospital  discharge  abstracts.    Second,  providers  of  care  - 
since  the  claims  represent  income  -  may  be  motivated  to  bias  their  reports 
of  procedures  performed.    For  example,  a  systematic,  as  opposed  to  random, 
error  may  be  produced  by  the  routine  selection  of  a  more  complete  procedural 
or  diagnostic  code  for  which  a  provider  can  be  reimbursed.  However, 
the  Institute  of  Medicine  study  found  errors  in  both  directions  on  the 
scale  of  complexity. 

Finally,  the  usefulness  of  claims  data  for  program  evaluation  is 
diminished  by  the  fact  that  the  data  are  collected  for  administrative 
purposes  and  are  subject  to  the  vagaries  of  the  administrative  reporting 


/ 


108 


system.    A  claim  may  represent  an  entire  hospital  stay  or  as  little  as  a 
single  r-esoription.     In  some  systems,  the  care  o£  a  patient  hospitalised 
for  a  period  which  overlaps  two  fiscal  periods  would  he  divided  between 
two  claims  forms  -  one  for  each  period.    This  confounds  analysis  unless 
the  reviewer  or  evaluator  has  the  capacity  to  link  claims,  thereby 
producing  a  longitudinal  record  of  each  patient's  treatment  pattern. 
While  the  evaluator  rarely  has  this  opportunity,  claims  data  can  be  used 
for  evaluation  iu  certain  limited  ways.    Even  unlinked  claims  can  be  used 
in  studies  of  expenditures,  while  final  bills  for  hospital  stays  can  yield 
relatively  valid  measures  of  gross  characteristics  such  as  number  of 
discharges  and  lengths  of  stay. 

Claims  data  have  certain  distinct  advantages  over  other  sources 
of  utilisation  information.    Within  an  administrative  unit  (a  state  for 
Medicaid,  the  nation  for  medicare)  claims  data  are  comprehensive:  every 
hospital  stay  -  with  an  inevitable  but  presumably  small  error  rate  -  paid 
for  under  the  program  is  represented  in  the  data  base.    This  distinguishes 
claims  data  from  hospital  discharge  abstract  data  in  which  only  hospitals 
which  choose  to  participate  in  a  given  reporting  system  are  represented, 
and  from  HEW's  Hospital  Bischarge  Survey,  whose  sample  is  nationally  and 
regionally  representative,  but  not  large  enough  for  analyses  based  on 
smaller  areas.    Tbe  comprehensiveness  of  claims  data  leads  to  a  feature 
which  was  used  to  advantage  in  the  PSRO  evaluation:     because  each  hospatal 
stay  for  a  given  population  is  represented  in  the  data  base,  and  the 
enrollment  population  is  known,  rate^  of  hospital  utilisation  can  be  . 
computed  and  used  as  indicators  of  program  performance. 
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Since  Titles  V  and  XIX  are  administered  by  the  states,  claims 
data  for  these  populations  are  dispersed  among  the  states  and  collected 
centrally  only  in  summary  form.— ^    Even  if  data  were  to  be  gathered 
directly  from  the  states,  differences  in  data  processing  procedures  and 
definitions  would  lead  to  comparisons  of  questionable  validity.  Further, 
it  is,  in  most  cases,  very  difficult  to  define  the  population  which  is 
eligible  to  use  these  benefits  since  eligibility  varies  from  state  to  state 
and  benefits  vary  within  states  depending  on  legislative  and  administrative 
decisions. 

In  contrast,  the  Medicare  system  is  centrally  administered  by 
the  Federal  government,  eligibility  is  uniformly  determined,  primarily 
by  age,  and  data  files  are  centrally  maintained  with  numerous  checks  on 
data  quality.    Thus,  the  Medicare  program  offered  a  unique  opportunity 
to  obtain  uniform  reliable  data  for  the  hospital  utilization  experience 
of  a  well-defined  population  (age  65+),  data  which  may  be  compared  over 
time  and  across  geographic  areas. 

The  Social  Security  Administration  maintains  four  basic  files 
on  Medicare  utilization,  three  of  which  constitute  the  basis  for  the 
Medicare  Rate  Analysis  reported  in  Volume  III  of  this  report.    Ouly  a 
general  description  of  the  data  strategy  will  be  attempted  here;  the 
reader  desiring  further  information  is  encouraged  to  refer  to  that  volume. 
(1)     Medicare  Enrollment  File.     The  file  consists  of  persons  enrolled 
for  Medicare  and  yields  semi-annual  counts  of  enrollees  by  state 

i-^For  example,  see  Medicaid  Recipient  Characteristics  and  Units  of 
Selected  Medical  Services,  Fiscal  Year  19  74,  published  by  the  National 
Center  for  Social  Statistics  (DHEV  Publication  No.   (SRS)  77-03153). 
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and  annual  counts  by  PSRO  area.  The  basic  data  are  considered  extremely 
accurate  (within  1%) . 

(2)  Query  File.    When  a  Medicare  patient  is  admitted  to  a  hospital,  an 
admission  notice  is  sent  to  Social  Security  for  the  purpose  of 
determining  eligibility  and  benefits  reserve  and  an  entry  is  made  in 
the  Query  data  base.    A  small  number  of  these  (1-2%)  may  be  dupli- 
cations, miscoded,  or  entries  for  persons  who  are  not  entitled  to 
Medicare  coverage.    Otherwise,  the  Que^-y  File  represents  a  timely 
and  accurate  source  of  data  on  admissions  of  Medicare  patients  to 
short-term  hospitals. 

(3)  1QQ%  Bill  File.    Bills  for  short-term  hospital  stays  are  recorded 
in  this  file,  which  yields  such  data  as  number  of  discharges,  days 
of  care,  discharge  status,  and  length  of  stay.    Processing  lags  of 
up  to  six  months  exist  in  the  billing  system. 

(4)  The  National  Medicare  Discharge  File  (20%  Research  File).  This 
research  file  is  maintained  on  the  bills  submitted  on  20%  of  the 
beneficiaries.     These  bills  are  linked  when  necessary  to  create 
episodes  of  care  for  the  patient.    Unlike  the  100%  file,  diagnoses 
and  procedures  are  coded.    There  is  a  serious  lack  of  timeliness 
with  regard  to  this  file  due  to  delays  in  coding,  record  completion, 
etc. 

A  caveat  must  be  entered  with  regard  to  the  use  of  these  files  for  popu- 
lation-referenced statistics,  i.e.,  rates.     The  files  contain  data 
accumulated  according  to  the  locations  of  the  providers  of  service  rather 
then  the  actual  residence  of  the  beneficiary.     PSRO  areas  and  states  do 
not  constitute  bounded  medical  services  areas.    A  certain  proportion  of 
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Medicare  enrollees  residing  in  any  one  area  receive  hospital  services  in 
another  area.     Therefore,  in  order  to  compute  absolute  measures  of 
utilization  rates,  utilization  should  be  adjusted  for  these  migrations. 
The  size  and  variations  of  these  adjustments  is  presently  being  determined 
by  the  Office  of  Research  of  the  Health  Care  Financing  Administration. 

6.1.3    The  National  Hospital  Discharge  Survey^ 
This  survey,  administered  by  the  National  Center  for  Health 
Statistics  (NCHS)  of  the  Department  of  Health,  Education,  and  Welfare,  is 
a  continuing  national  sample  survey  of  the  utilization  of  the  nation's 
hospitals.     The  National  Hospital  Discharge  Survey  (HDS)  began  in  19G4 
and  was  designed  in  cooperation  with  the  American  Hospital  Association  and 
the  American  Medical  Association.     Currently,  the  survey  is  national  in 
scope  and  is  concerned  with  the  general,  short-stay,  non-federal  hospitals. 
Hospital  discharge  survey  forms  are  completed  by  participating  hospitals 
using  existing  hospital  discharge  records.     Information  collected  includes 
demographic  characteristics  of  the  patient  (sex,  date  of  birth,  age,  race, 
and  marital  status),  length  of  stay,  discharge  status  (alive  or  dead),  and 
final  diagnoses  and  surgical  procedures  performed.     These  entities  are 
recorded  verbatim  as  they  are  listed  on  the  face-sheet  of  the  medical  record 
and  coded  by  NCHS  for  computer  processing.     Information  is  also  collected 
on  the  characteristics  of  the  hospital  and  its  record-keeping  system.  The 
sample  for  the  survey  consists  of  a  panel  of  all  hospitals  with  1,000  or 
more  beds  with  nine  other  panels,  each  of  which  is  a  national  sample  of 
hospitals  with  less  than  1,000  beds  stratified  by  bed  size  and  region. 


—^Design  of  the  NCHS  Hospital  Discharge  Survey,  National  Center  for  Heal 
Series  2,  No.  39  (Rockville,  Maryland:     September,  1970). 
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When  combined  with  appropriate  weights,  these  hospitals  are  statistically 
representative  of  all  short-stay  hospitals  in  the  United  States. 

The  sampling  structure  of  the  HDS  is  designed  to  estimate  national 
and  regional  hospital  utilization  characteristics,  but  is  not  adequate  to 
yield  reliable  estimates  for  smaller  units,  such  as  states  or  PSRO  areas. 
Tnis  current  evaluation  uses  HDS  drta  to  show  national  and  regional 
trends  as  a  background  for  the  more  detailed  analyses  of  utilization  data 
derived  from  hospital  discharge  abstracts  and  Medicare  claims  files. 

6.1.4    The  PSRO  Management  Information  System 
The  PSRO  Management  Information  System  (PMIS)  is  an  integral 
part  of  the  PSRO  program,  mandated  by  Section  1155(f)(1)(B)  of  the  law.V 
It  is  intended  to  assist  the  PSROs  in  monitoring  their  own  performance, 
to  allow  the  Federal  government  through  regular  reports  from  the  PSROs 
to  assess  the  performance  of  each  PSRO,  to  compare  PSROs,  and  to  provide 
a  data  base  for  contract  renewal  and  program  development  decisions. 

Although  the  PMIS  is  designed  as  a  program  management  tool,  it 
appears  to  be  an  excellent  source  of  data  for  program  evaluation.  Except 
for  information  on  non-PSRO  comparison  areas  and  baseline  time  periods,  the 
system  seems  to  include  most  of  the  necessary  information.    At  the  time 
of  the  evaluation  reported  in  these -volumes ,  however,  PMIS.was  only  in 
the  early  stages  of  its  development  and  implementation.    The  PMIS  should 


i^The  system  is  described  in  Federal  Reports  Manual:     PSRO  Management 
Information  System,  Bureau  of  Quality  Assurance,  HSA,  DREW,  September,  197,, 
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be  considered  as  a  potential  source  of  information  for  future  evaluations 
of  the  program  after  careful  studies  are  made  of  the  reliability  and 
validity  of  the  data. 

6.1. 5    Sources  of  Cost  Data 

Two  types  of  cost  data  exist  with  regard  to  the  PSRO  program,  the 
expenditures  for  care  paid  for  under  the  Federal  entitlement  programs  and 
the  costs  of  reviewing  that  care.    Rising  Federal  expenditures  for  health 
care  were  the  primary  stimulus  for  the  passage  of  the  PSRO  amendment. 
The  success  of  PSRO  is  ultimately  measured  by  its  impact  on  these  costs 
while  assuring  quality  care.    The  costs  of  operating  the  PSRO  program  are 
compiled  to  provide  a  basis  for  determining  the  effectiveness  of  the  program. 

Measuring  these  costs  is  difficult.    The  structure  of  the  health 
care  financing  system  is  not  conducive  to  readily  assessing  either  type 
of  cost  data.    There  is  no  single  source  of  data.     Expenditures  for  care 
are  made  through  state  fiscal  agents  for  Medicaid  and  Maternal  and  Child 
Health  and  Crippled  Childrens  Services  and  through  fiscal  intermediaries 
for  Medicare.    Accumulation  of  expenditures  data  requires  time.  While 
the  Social  Security  Administration  administers  the  program  centrally,  a 
considerable  amount  of  time  is  also  required  to  accumulate  and  process 
the  data  from  the  fiscal  intermediaries  who  actually  make  the  payments. 

For  the  purposes  of  the  evaluation,  it  was  not  necessary  to 
determine  the  costs  of  the  Federal  entitlement  programs  directly.  Rather, 
this  type  of  cost  was  addressed  by  estimating  costs  "saved"  through 
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decreases  in  utilization.     These  "savings"  could  then  be  compared  to  the 
costs  of  PSRO  to  determine  the  effectiveness  of  the  program.  Actually, 
the  study  was  not  interested  in  just  the  cost  of  PSRO  review,  but  in  the 
incremental  costs  of  PSRO  review  over  pre-PSRO  review  models.     By  comparing 
savings  derived  from  utilization  decreases  with  the  incremental  costs  of 
PSRO. 

Sources  of  review  cost  data  are  generally  of  three  types:  central 
•administrative  costs,  review  organization  costs  (intermediary  and  state 
agency  or  PSRO),  and  hospital  costs.     Procedures  and  reporting  requirements 
for  the  first  two  categories  are  generally  quite  consistent  with  regard 
to  review  costs  incurred  by  these  organizations.    Hospital  review  costs 
have  been  less  identifiable.    Historically,  hospital's  accounting  and 
reporting  systems  have  not  been  designed  to  isolate  review  costs.  Often 
these  costs  were  allocated  to  a  "General  and  Overhead"  account.  Further, 
not  all  costs  were  necessarily  identified  and  allocated. 

PSRO  and  pre-PSRO  review  program  administrative  costs  were  provided 
by  governmental  operating  agencies.     Since  no  consistent,  complete  source 
of  hospital  costs  for  either  PSRO  or  pre-PSRO  review  models  exists,  in 
order  to  obtain  such  costs,  it  was  necessary  to  perform  interviews  to 
define  in  detail  the  review  procedures  and  related  functions  and  develop 
criteria  for  the  assignment  of  costs  of  these  functions  to  a  review  cost 
center.     Then,  by  allocating  actual  live  item  annual  costs  according  to 
the  developed  criteria  to  the  cost  center,  review  costs  are  determined 
using  cost-building  techniques.     Estimating  techniques  are  then  utilized 
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to  build  the  sample  into  the  needed  national  costs  of  review.     This  is 
performed  for  both  PSRO  and  pre-PSRO  models  and  incremental  costs  are 
determined . 

6.1.6    Auxiliary  Data  Sources 

Aside  from  the  major  sources  of  data  on  hospital  utilization  and 
costs,  many  other  pieces  of  information  may  be  gathered,  largely  from 
diverse  government  agencies.    A  useful  resource  for  locating  such  data  is 
a  compendium  entitled  Selected  National  Data  Sources  for  Health  Planners, 
published  by  the  National  Center  for  Health  Statistics ±f    Examples  are 
presented  here  of  these  smaller,  but  no  less  necessary,  pieces  of  the 
evaluation  puzzle. 

Program  files;     Ihe  best  general  source  of  information  on  PSRO 
process  was  the  system  of  files  maintained  by  the  program's  central  office. 
Data  contained  in  PSRO  applications,  renewal  applications,  contracts,  site 
visit  reports,  quarterly  reports,  etc.,  provide  extensive  and  voluminous 
documentation  of  the  process  of  PSRO  implementation. 

Case  studies:  In  addition  to  reviews  of  materials  in  the  program 
files,  seven  intensive  case  studies  of  selected  PSROs  were  carried  out  for 
the  OPEL  evaluation.  The  objective  of  these  studies  was  to  supplement  the 
general  studies  of  PSRO  costs,  processes,  and  impacts  with  detailed  analyses 
of  just  a  few  PSROs  in  which  any  patterned  relationships  among  these 
factors  could  be  seen.  The  results  of  these  case  studies  are  presented  in 
Volumes  5  and  6 . 


—  DHEW  Publication  No.   (HRA)  76-1235,  1976. 
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Area  Resource  File  (ARF) :     Information  on  demographic  character- 
istics and  health  resources  for  all  counties  in  the  United  States  is 
maintained  in  a  computer-based  system  by  the  Bureau  of  Health  Manpower. 
For  purposes  of  the  OPEL  evaluation,  these  data  were  aggregated  at  the 
PSRO  level  and  used  to  match  active  and  comparison  PSROs  in  the  Medicare 
Rate  Analysis  (Volume  3). 

Master  Facilities  Inventory  (MFI):     A  data  tape  containing 
characteristics  of  all  United  States  hospitals  is  prepared  annually  by 
the  American  Hospital  Association,  printed  as  part  of  one  issue  of  its 
journal,  and  released  in  somewhat  augmented  form  by  the  National  Center 
for  Health  Statistics.     The  MFI  can  be  used  to  provide  data  on  the 
characteristics  of  PSROs,  e.g.,  the  PSRO-wide  average  bed-occupancy  rate 
was  calculated  from  individual  hospital  occupancy  rates,  weighted  by  bed- 
size,  and  used  as  an  exogenous  variable  in  the  Medicare  Rate  Analysis 
regression  study  (Volume  3). 

Audited  Average  Daily  Medicare  Charges:     In  order  to  calculate 
the  dollar  impact  of  changes  in  Medicare  utilization,  it  is  necessary  to 
know  how  much  hospitals  are  being  paid  for  treating  Medicare  patients . 
Hospitals  treating  Medicare  patients  receive  periodic  interim  payments 
which  approximate  the  amounts  due  them;  at  the  end  of  the  fiscal  year, 
an  audit  by  the  fiscal  intermediary  establishes  for  each  hospital  the 
proper  per  diem  routine  and  ancillary  charges.    Adjustments  in  the  periodic 
payments  are  then  made.    Data  on  these  audited  per  diems  for  the  cost- 
benefit  portion  of  the  present  study  were  obtained  from  the  Medicare 
Bureau  of  the  Health  Care  Financing  Administration.     The  data  are  of 
high  quality,  except  for  some  problems  due  to  missing  data. 
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The  Need  for  linked  data:     The  consumption  of  hospital  days  is 
not  independent  of  the  use  of  other  health  care  services.  Specifically, 
the  reductions  in  acute  inpatient  care  attributable  to  a  utilization 
control  program  may  be  counterbalanced  by  increased  utilization  of 
ambulatory  care,  chronic  inpatient  care,  long  term  care,  home  health  care, 
etc.     No  data  exist  which  permit  a  study  of  the  health  care  experience 
of  a  population  among  the  various  modalities  of  care.     Future  evaluations 
of  utilization  control  programs  would  ideally  be  able  to  trace  not  only 
the-  program  impacts  but  also  the  "spillover"  effects  of  the  program  on  the 
probability  of  requiring  other  health  care  services  and  thus  expenditures. 
A  first  step  in  this  direction  might  be  made  by  linking  the  inpatient 
and  outpatient  records  of  a  cohort  of  Medicare  patients. 

6.2    Key  Variables  in  the  Measurements  of  the  Imnact  of  Utilization 
Review  Programs 

This  section  will  examine  the  types  of  measurements  which  are  made 
in  efforts  to  evaluate  utilization  control  programs,  with  emphasis  on 
their  inherent  methodological  problems.     The  design  of  a  program  evaluation 
always  involves  strategic  choices  of  the  questions  to  be  addressed  and 
tactical  choices  of  the  dimensions  to  be  measured.     Conceptually,  the 
PSRO  program  has  the  potential  to  impact  directly  on  health  care  service 
utilization  and  quality,  indirectly  on  health  care  costs,  and  both  directly 
and  indirectly  on  the  behavior  and  attitudes  of  physicians,  institutions, 
patients,  and  the  Federal  government.    While  a  large  variety  of  potential 
measurement  methodologies  exists,  limitations  stemming  from  data  resources 
and  time  constraints  require  an  initial  focus  of  those  impact  issues  which 
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are:     (1)  directly  associated  with  the  implementation  of  PSRO  program 
activities  (as  opposed  to  "spillover'Vsecondary  effects),   (2)  of  timely 
importance  to  policy  makers,  and  (3)  technically  feasible. 

Given  these  constraints,  the  present  evaluators  have  chosen  to 
concentrate  on  two  key  variables,  utilization  and  costs.     Since  the 
program  in  its  current  state  of  implementation  is  largely  limited  to 
acute  hospital  inpatient  care,  the  following  discussion  will  focus  on 
the  measurement  of  utilization  and  costs  in  these  settings. 

6.211    Measures  of  Hospital  Utilization 

Admissions  and  Discharges:     The  simplest  measure  of  utilization 
is  a  count  of  patients  admitted  to  or  discharged  from  hospital  care  in  a 
given  period  of  time.    The  data  on  admissions  and  discharges  are  relatively 
available  and  reliable,  but  also  relatively  unenlightening  without 
further  information,  such  as  diagnosis,  length  of  stay,  demographic 
characteristics,  and  size  of  the  population-at-risk.     Simple  admission  data 
might  be  useful  in  evaluating  a  program  of  preadmission  screening,  which 
during  the  period  of  this  study  was  not  a  common  PSRO  method. 

Length  of  stay:     Each  hospital  stay  is  characterized  by  a 
duration,  or  length  of  stay  (LOS).    LOS  information  can  be  gathered  either 
from  hospital  discharge  abstracts  or  claims  data,  and  summarized  either  as 
a  distribution  or  as  an  average  length  of  stay  (ALOS) .    Comparison  of 
LOS  patterns  before  and  after  PSRO  implementation,  or  between  PSRO  and 
non-PSRO  areas,  could  show  changes  in  ALOS,  proportion  of  long  stays  or 
proportion  of  short  stays,  or  the  distribution  of  lengths  of  stay. 
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Since  LOS  is  a  very  commonly  used  measure  in  assessing  th  i  effec- 
tiveness of  utilization  review  programs,  some  important  issues  surrounding 
its  use  are  discussed  below: 

Declines  in  average  length  of  stays:     Recent  years  have  shown 
a  steady  decline  in  average  hospital  stays  throughout  the  nation.  A 
number  of  factors  have  been  hypothesized  for  the  decline  including 
(1)  increased  Federal  and  third  party  involvement  in  reimbursement  for 
hospital  care,   (2)  increased  concern  over  rising  hospital  costs  and  methods 
for  containing  them,  and  (3)  increased  availability  of  ambulatory  services 
and  advances  in  treatment  techniques.     Studies  of  changes  in  average  LOS 
must  be  careful  to  sort  out  the  effects  of  this  overall  decline  from  the 
effects  of  the  review  program  under  study. 

Interactive  effects  of  review  programs  on  the  average  LOS:  Some 
types  of  review  programs  can  be  expected  to  actually  increase  the  average 
LOS,  while  others  will  tend  to  reduce  it.     Some  types  of  review  programs 
used  simultaneously  can  be  expected  to  offset  one  another's  effects.  For 
example,  while  pre-admission  certification  programs  can  be  expected  to 
reduce  hospital  admissions,   this  may  mean  that  those  who  are  admitted  may 
tend  to  have  longer  stays.     At  the  same  time,  a  continued  stay  review 
program  attempts  to  reduce  the  duration  of  individual  episodes  of  care. 
This  presents  a  further  problem  of  determining  whether  increases  or  decreases 
in  ALOS  are  the  desirable  outcome  of  a  review  program  or  whether  an  ALCS 
level  can  even  be  a  predetermined  goal  of  a  program. 
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Difficulties  in  interpreting  reductions  in  LOS:     Comparing  the 
average  LOS  in  two  population  groups  may  lead  to  erroneous  conclusions, 
because  one  group  may  have  more  severe  illnesses,  more  individuals  presentin 
conditions  requiring  longer  stays,  or  have  a  more  aged  population. 
Obviously,  this  problem  is  currently  beyond  the  purview  of  a  PSRO  —  e.g., 
the  PSRO  cannot  select  its  patient  population.     In  order  to  control  for 
this  variation  statistically,  several  methodologies,  including  the  case-mix 
severity  measures  used  in  Volume  4,  can  be  employed. 

Health  system  factors  affecting  length  of  stay:     Most  studies  have 
concentrated  on  the  relationship  between  length  of  stay  and  diagnosis 
and/or  patient  characteristics.     However,  there  are  a  variety  of  other 
factors  known  to  affect  length  of  stay.     Included  in  this  list  are: 
(1)  institutional  characteristics  such  as  bed  size,  location  (urban/rural, 
etc.),  occupancy  rates,  type  (specialty,  general,  university),  and  (2) 
the  availability  of  alternative  health  services  in  the  community,  such  as 
skilled  nursing  facilities,  extended  care  facilities,  and  home  health 
services . 

'  It  is  evident  that  inferences  regarding  program  effects  based 
on  LOS  data  must  be  carefully  controlled.  More  refined  comparisons  of 
LOS  patterns  can  be  achieved  by  taking  into  account  such  patient  charac- 
teristics as  age,  sex,  diagnosis,  discharge  status . (alive  or  dead)  and 
other  factors  which  are  known  or  thought  to  affect  LOS.  The  effect  of 
controlling  for  these  factors  is  to  take  into  account  explicitly  possible 
differences  in  the  clinical  characteristics  of  the  patient  populations 
under  scrutiny.     The  Hospital  Abstract  study  of  the  present  evaluation 
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contains  a  further  refinement,  controlling  not  only  for  diagnosis  but  also 
for  the  severity  of  illness  by  using  a  recently-developed  "staging 
methodology".     The  interested  reader  is  referred  to  Volume  4  fcr  a  complete 
presentation  of  Lhis  topic. 

Days  of  Care;    The  number  of  days  of  acute  hospital  care  is  in 
many  ways  a  better  summary  measure  then  'either  admissions  or  LOS,  since  it 
is,  roughly,  the  product  of  the  two.     Further,  no  naffer  whether  changes 
are  made  in  admissions  or  LOS  or  both,  the  change  in  total  days  of  care 
provided  is  the  variable  most  closely  related  to  the  volume  of  care  provided 
and  hence  expenditures. 

Utilization  rates:    Admissions  and  days  of  care  counts  are  most 
meaningful  when  related  to  a  population  which  is  "at  risk"  of  using 
hospital  services.    Populations  at  risk  for  this  evaluation  refer  to  that 
subset  of  the  population  of  a  PSRO  area  which  is  eligible  for  hospital 
care  under  the  Social  Security  Act.    Severe  problems  arise  when  one 
attempts  to  define  the  population  eligible  for  Medicaid  and  Maternal  and 
Child  Health  benefits,  so  that  in  the  present  evaluation,  rate  analysis 
is  performed  only  for  Medicare  (Volume  3). 

Utilization  rates  are  perhaps  the  best  overall  evaluation 
measures  because  the  expression  of  admissions  or  days  of  care  as  rates  per 
1000  eligibles  standardizes  the  data  for  differences  in  size  of  the  population 
bases.     In  considering  Medicare  utilization  rates,  the  measures  of 
utilization  are  further  standardized  for  age,  since  Medicare  aged  enrollees 
can  be  separately  identified  and  related  to  aged  utilization  for  an 
accurate  measure  of  utilization  for  a  defined  population. 
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Rate  analysis  within  the  context  of  PSRO  evaluation  is  subject  to  the 
following  limitations: 

(1)  Both  numerator  (i.e.,  number  of  admissions  or  hospital  days)  and 
denominator  (eligible  population)  must  be  calculated.  Numerator 
data  can  be  obtained  from  hospital  abstracts  and/or  claims  data, 

but  the  eligible  population  is  defined  by  the  program  under  considera- 
tion and  must  correspond  to  the  PSRO  area  under  analysis. 

(2)  Estimating  denominator  data  for  the  Medicaid  population  is  par- 
ticularly difficult  because  of  changes  in  parameters  such  as 
eligibility  criteria.    However,  it  is  expected  that  rate  data 
will  be  available  for  Medicaid  populations  in  some  states. 

(3)  Numerators  and  denominators,  though  they  refer  to  the  same 
geographic  area,  are  directly  comparable  only  if  the  area 
constitutes  a  bounded  medical  service  area:     this  is,  if  the 
patients  represented  in  the  numerator  are  drawn  from  the  population 
in  the  denominator.    This  is  true  for  a  nation  as  a  whole,  but  even 
statewide  PSROs  are  likely  to  experience  some  migration  of  patient 
across  boundary  lines.     In  the  case  of  many  PSROs ,  migration  for 
medical  care  is  an  even  larger  factor.    The  validity  of  rate 
comparisons  in  the  Medicare  Rate  Analysis  is  based  on  the  fact 
that  such  migration  is  a  relatively  stable  factor  over  the  study 
period . 

Svy^uumi!     S«Sical  rates  for  the  population  at  risk  can  be 
calculated  and  compared  over  tine  or  with  other  groups.     Surgical  rates 
in  general  .ay  he  considered,  or  the  rates  for  specific  surgical  procedures 


123 

In  considering  comparative  data,  particularly  between  different  geographic 
areas,  one  must  take  into  account  the  demographic  characteristics  of  the 
group  being  considered.     There  are  certain  procedures  which  are  suspected 
of  being  performed  unnecessarily.    Analyses  of  the  utilization  of  these 
special  procedures  can  provide  estimates  of  the  rate  of  unnecessary 
surgery  or  at  least  identify  areas  for  more  detailed  review. 

Use  of  ancillary  services;    Another  type  of  analysis  relates  to 
the  impact  of  PSRO  activities  on  ancillary  services  (drugs,  radiology 
and  other  non-room  and  board  services)  utilization  and  expenditures. 
Ancillary  expenditure  data  are  different  to  interpret,  because  hospital 
accounting  practices  with  respect  to  ancillary  expenditures  vary  widely 
among  hospitals.     In  addition,  the  PSRO  concurrent  review  procedures  do 
not  now  explicitly  control  ancillary  service  utilization.     In  some  PSROs, 
the  requirement  to  validate  admission  diagnosis  might,  in  fact,  increase 
ancillary  service  utilization,  even  though  MCEs  might  eventually  have 
counteracting  impact  on  the  use  of  ancillary  services.    A  complicating 
factor  is  the  unreliability  of  data  from  discharge  abstracts  or  claims 
forms  regarding  ancillary  services. 

Neither  surgical  rates  nor  ancillary  services  were  primary 
subjects  of  the  present  evaluation. 

6.2.2  Cost/Cost-Benefit 

The  evaluations  of  federally-sponsored  programs  routi/.eiy  seek 
to  determine  if  the  expenditure  of  public  funds  has  resulted  in  the  desired 
outcome.     As  stressed  repeatedly,  the  PSRO  program  is  viewed  as  both  a 
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quality  and  cost  containment  activity.     As  a  quality  control  program  it  is 
fairly  unique.     As  a  cost  containment  program,  it  is  not  novel  —  the  PSRO 
program  is  just  one  of  many  efforts  designed  to  control  the  spiralling 
costs  of  health  care.     To  evaluate  the  PSRO  program  in  terms  of  its 
effects  on  costs  is  risky  in  that  the  PSRO  program  is  only  a  relatively 
small  component  of  the  total  effort  to  control  health  care  costs.  However, 
it.  was  incumbent  upon  the  evaluation  to  determine  the  extent  to  which  the 
program  has  effected  cost  savings. 

Costs  of  Review  Programs:     Developmental  costs  such  as  criteria 
development,  systems  design  and  training  should  be  spread  over  the  life 
of  the  program.    Operational  costs  may  be  incurred  at  three  different 
organizational  levels  of  the  program  --  functional,  technical  and 
administrative.    The  functional  level  consists  of  the  personnel  carrying 
out  the  review.    These  are  the  review  coordinators  and  the  physician 
advisors.     The  technical  level  consists  of  the  medical  records  technicians, 
data  processing  personnel  and  data  analysts.     The  administration  level 
consists  of  the  central,  coordinating  agency  of  the  program. 

Program  cost  analyses  conducted  in  the  evaluation  compare  the 
estimated  costs  of  pre-PSRO  review  activities  (baseline  review  costs) 
to  comparable  estimated  costs  of  the  PSRO  program.     Such  comparisons 
suggest  "incremental"  costs  associated  with  the  PSRO  program  relative  to 
historical  precedents. 

£i££i^^  The  calculation  of  PSRO  cost-benefit 

ratios  require  estimates  of  PSRO  incremental  costs  and  incremental  economic 


•  125 

impacts.     Conceptually,  PSRO  economic  impacts  are  the  sum  of  the  PSRO 
indirect  reductions  in  health  care  expenditures  through  utilization 
reductions  and  imputed  pecuniary  values  fc.r  PSRO  impacts  on  the  quality 
of  care.    As  a  practical  matter,  this  evaluation  effort  does  not  attempt 
to  estimate  and  value  the  qualitative  impacts  of  PSRO. 

Days  of  Care  Saved:     Since  utilization  review  programs  are  expected 
to  reduce  the  total  number  of  days  of  care,  one  of  the  bases  of  cost- 
benefit  analysis  would  be  to  estimate  the  number  of  bed  days  which  would 
have  been  used  to  make  estimates  of  days  saved.    One  method  entails 
an  extrapolation  of  demand  for  bed  days  before  establishment  of  the  review 
program.    Optimally,  this  would  be  based  on  several  years  of  data  from 
relatively  large,  stable  populations  to  minimize  year  to  year  variations. 
Another  approach  would  be  to  compare  an  area  with  a  review  program  to 
another  area  with  no  review  program.     This  approach  assumes  that  the  two 
groups  used  are  relatively  similar.    The  number  of  days  saved  is  then 
determined  as  the  number  of  days  that  would  have  been  used  in  the  absence 
of  the  review  program  minus  the  number  of  days  used  with  the  program. 

Cost  Savings   (as  a  function  of  days  saved):     Once  the  number  of 
days  saved  is  determined,  one  usually  wishes  to  translate  this  into  dollar 
savings.     An  overly  simplistic  methodology  would  be  to  simply  determine 
the  average  cost  per  day  of  hospitalization  for  the  area  under  study 
and  multiply  this  times  the  total  days  saved.     In  this  approach  overall 
changes  in  rates  of  Medicaid  and  Medicare  hospital  expenditures  are  developed 
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by  associating  assumed  fixed  levels  of  reimbursement  per  hospital  day  with 
changes  in  utilization  rates  (i.e.,  hospital  days  per  1,000  eligible 
population).     This  relationship  is  expressed  as  follows: 

Estimated  Changes  in  Daily  Reimbursement  Estimated  Changes  in 

Hospital  Days  per  1,000    x       Per  Hospital  Day        =    Medicare/Medicaid  Ex- 
Eligible  Population  penditures  per  1,000 

Eligible  Population 

The  key  to  accurately  estimating  changes  in  expenditures  using  this 
approach  lies  in  developing  valid  assumptions  to  support  daily  reimbursement 
levels  for  Medicare  and  Medicaid.     This  type  of  analysis  is  complicated, 
however,  by  the  known  fact  that  the  days  of  care  avoided  by  earlier 
discharge  are  days  of  less  intensive  care  than  the  average  hospital  day. 
Thus  a  reduction  of,  for  instance,  ten  percent  in  days  of  Medicare/ 
Medicaid  hospital  care  wculd  not  necessarily  reduce  expenditures  by  a 
full  ten  percent.    Estimating  techniques  have  been  developed  to  determine 
the  appropriate  linkages  between  decreased  utilization  and  savings 
actually  realized.    These  are  presented  in  Volume  II. 

An  alternative  methodology  ttJ  determine  cost  savings  would  be  the 
direct  measurement  through  the  use  of  Medicare/Medicaid  payment  data.  This 
approach  was  rejected,  however,  for  the  present  study  because  it  is 
potentially  subject  to  r.he  extraneous  influence  of  non-uniform  changes  in 
hospital  accounting  and  reimbursement  practices.     These  extraneous  factors 
might  obscure  the  observation  of  direct  PSRO  impacts  on  the  expenditures 
associated  with  the  use  of  hospital  services  by  reviewed  patients.  Except 
for  detailed  case  studies  involving  both  the  Medicare  and  various  Medi- 
caid reimbursement  systems  in  which  changes  can  be  determined  and  their 
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influence  removed,  consistent  estimation  of  expenditure  changes  due  to 
the  PSRO  program  can  be  best  supported  by  rate  analyses.     It  should  be 
recognized  that  a  PSRO  induced  reduction  in  direct  hospital  expenditures 
(or  utilization)  does  not  necessarily  imply  a  net  reduction  in  health 
care  expenditures  of  the  Federal  and  state  governments  or  the  public  ,in 
general. 

As  stated,  the  above  calculation  is  overly  simplistic.  The 
value  of  a  day  saved  is  overstated  if  valued  at  the  per  diem  reimbursement 
rate.     Since   a   considerable  portion  of  the  cost  of  a  hospital  day  is  fixed, 
when  a  day  is  saved  through  a  review  program,  the  full  cost  of  the  day  is 
not  saved  but  redistributed  to  the  remaining  days  of  care  in  the 
institution.    This  causes  an  increase  in  unit  prices  (per  diem  rates). 
The  costs  are  increased  for  non-federal  payors  in  the  short-run  and  for 
all  payors,  including  the  federal  government  in  the  long  run  unless 
contributions  to  fixed  costs  are  decreased  such  as  might  be  accomplished 
through  the  closing  of  underutilized  hospital  beds. 

6.3    Problems  in  Designing  a  PSRO  Evaluation  Strategy 
In  addition  to  common  difficulties  usually  confronted  by  the  evaluator 
(study  designs,  reliability,  and  validity  of  the  data  to  be  collected),  the 
PSRO  program  has  somewhat  unique  characteristics  which  compound  evaluation 
problems.    A  discussion  of  some  of  these  key  problems  follows. 

ThP  focus  of  the  PSRO  program  is  likely  to  change  as  the  program  matures 
The  concept  of  a  peer  review  program  has  evolved  historically  through  a 
number  of  related  efforts,  such  as  JC AH  review,  utilization  review, 
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Foundation  review,  and  the  EMCRO  program.     Drawing  upon  the  experience  of 
these  antecedents,  PSROs  have  had  to  begin  their  operations  in  a  different 
context  with  aspects  of  all  the  foregoing  programs  incorporated  into  their 
design.    One  must  keep  in  mind  when  evaluating  the  program  that  at  the 
time  of  the  passage  of  the  PSRO  legislation,  there  were  almost  no  organ- 
izations in  existence  performing  all  of  those  functions  mandated  in  the 
legislation.    Although  there  was  a  considerable  body  of  knowledge  avail- 
able about  many  aspects  of  the  program,  there  were  other  elements  in 
which  there  was  a  vacuum  of  experience  and  information. 

As  experience  is  gained  in  the  organization,  technology  and  methodologies 
for  measuring  the  structure,  process,  and  outcome  of  care  at  both  the 
national  and  PSRO  level,  the  goals,  nature  and  character  of  the  program 
will  continue  to  evolve.    For  example,  emphasis  may  shift  from  the  cost- 
containment  aspects  of  concurrent  utilization  review  to  the  more  quality 
oriented  functions.    PSROs  may  eventually  begin  to  address  inappropriate 
utilization  and  under-utilization,  rather  than  concentrating  or.  the  problems 
of  over-utilization  and  consider  utilization  in  the  whole  system  of  health 
care  organizations,  rather  than  only  hospitals.    Although  this  is  a 
natural  evolving  process,  it  presents  problems  to  the  evaluator  in 
tracking  progress  of  the  PSRO  program  over  time.     It  can  be  anticipated 
that  goals,  program  structure  and  function,  as  well  as  emphasis,  will 
continue  to  shift  as  these  organizations  grow.     It  is  difficult,  there- 
fore to  determine  a  baseline  period  and  to  determine  when  and  how  to 
document  progress  in  this  dynamic  environment. 
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Obtaining  Baseline  Data:     Optimally  in  designing  an  evaluation  study, 
it  would  be  desirable  to  have  baseline  data  available  which  document  the 
state  of  affairs  prior  to  the  implementation  of  the  program.     In  the  case 
of  the  PSRO  program,  this  would  be  data  concerning  the  costs,  utilization, 
and  the  level  and  types  of  medical  care  being  provided  to  the  Medicare, 
Medicaid,  and  Maternal  and  Child  Health  patients.    As  the  program  is 
implemented,  one  would  then  note  changes  in  these  measures  at  periodic 
intervals  —  one  year  after  implementation,  two  years  after  implementation, 
five  years  after  implementation,  etc.     In  the  real  world  setting,  however, 
one  must  make  concessions  modifying  the  opitmal  design  to  fit  the 
availability  of  the  data.    Prior  to  the  implementation  of  the  PSRO  program, 
there  were  no  uniform  baseline  data  available  on  a  nationwide  basis; 
however,  there  were  national  surveys,  hospital  abstracting  data  systems, 
and  local  data  collection  systems  such  as  claims  review  programs,  or 
data  systems  designed  <or  use  by  foundations,  EMCROs  or  group  practices. 
These  data  were  of  unequal  quality  and  measured  varying  aspects  of  the 
health  care  delivery  system  not  always  directly  compatible  with  PSRO 
program  goals  and  objectives.    There  was  no  uniformity  or  standardization 
of  the  data  elements  used  in  these  diverse  systems.    Uniform  baseline 
data  on  a  national  basis,  fortunately,  were  available  for  the  Medicare 
program,  but  no  other  data  of  such  quality  and  scope  exist.  Therefore, 
in  obtaining  the  baseline  data  necessary  for " evaluating  the  PSRO  program, 
it  is  necessary  to  use  a  variety  of  sources,  "piecing"  together  the 
necessary  information.     In  other  instances,  a  case  study  approach  has  been 
used  when  data  available  at  the  local  level  are  comprehensive  and  known 
to  be  of  high  quality. 
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The  above  discussion  highlights  some  of  the  difficulties  in  evaluating 
the  PSRO  effort  and  points  out  why  strict  experimental  design  (where  "before" 
and  "after"  effects  can  be  noted  or  "experimental"  and  "control"  groups 
employed)  could  not  be  used.     The  studies  presented  in  these  volumes  employ 
a  variety  of  designs  —  some  quasi-experimental  in  nature,  others  of  a 
purely  descriptive  nature  —  to  overcome  some  of  the  difficulties  enumerated 
in  this  chapter. 

6.4    A  Survey  of  Peer  Review  Evaluations 

The  review  program  that  preceded  PSRO  were,  to  a  considerable  extent, 
local  efforts  designed  to  meet  specif ic,  perceived  needs.     The  evaluations 
of  these  programs  were  often  performed  to  assist  in  individual  programmatic 
functions  such  as  program  planning  and  justification  for  continued 
funding.    As  a  result,  the  evaluations  were  not  designed  to  make  predictions 
about  the  wide-scale  effectiveness  of  a  particular  review  mechanism. 
Given  the  di-ersity  of  the  purposes  of  the  programs,  the  evaluations' 
functions,  data  limitations,  and  the  state-of-the-art  of  program  evaluation, 
generalizations  about  review  programs  from  prior  evaluation  efforts  would 
be  quite  hazardous.     However,  the  results  of  previous  evaluation  efforts 
are  summarized  here  in  order  to  provide  a  context  for  the  design  and 
results  of  the  OPEL  evaluation.    The  predecessor  efforts  are  of  particular 
interest  and  relevance. to  this  evaluation  since  PSRO  incorporates  features 
of  many  previous  local  efforts. 

6.4.1    The  Results  of  Previous  Evaluation  Efforts 
Generally  speaking,  the  evaluations  performed  on  programs  that 
review  utilization  for  necessity  and  duration  of  care  have  been  inconclusive. 
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Only  one  program  (CHAP,  Sacramento)  has  demonstrated  a  significant 
reduction  in  measures  of  utilization.     Evaluations  of  other  programs 
either  found  no  significant  effect,  were  met  with  serious  challenges 
on  their  evaluation  methodology,  or  were  of  such  limited  scope  as  to  cast 
doubt  on  their  value.    One  program  evaluation  (HAPP,  New  Mexico)  indicated 
a  significant  increase  in  the  use  of  services  and  expenditures  per 
Medicaid  eligible. 

The  evaluation  efforts  relied  heavily  on  length  of  stay  analyses. 
It  is  the  view  of  this  evaluation  that  these  analyses  are  of  questionable 
value  for  two  reasons:     (1)  a  nationwide  trend  of  decreasing  lengths  of 
stay  in  this  period  is  not  adequately  considered  and  (2)  average  length 
of  stay  tends  not  to  be  a  useful  measure  of  overall  utilization  unless 
combined  with  admissions  rate  data  to  obtain  days  of  care  rate  data. 

The  evaluations  that  found  a  decrease  in  average  length  of  stay 
(ALOS)  noted  this  decrease  to  be  approximately  one  day  or  roughly  ten 
percent.     In  two  instances,  CHAP  and  CAP,  when  the  rate  of  days  of  care 
was  calculated,  a  similar  decrease  was  found.    Only  a  few  studies  had  more 
than  one  year  of  review  data.    However,  where  these  data  were  available, 
ALOS  was  observed  to  remain  stable  after  the  initial  year's  decrease.  This 
indicates  a  diminishing  return  from  continued  stay  review.  Certain 
studies  that  found  no  significant  decreases  in  utilization  did  find  a 
relationship  with  hospital  occupancy;  where  occupancy  was  high,  review 
was  the  most  effective.     In  areas  where  ALOS  was  already  quite  low,  little 
evidence  of  effectiveness  was  found,  possibly  indicating  a  lesser  pro- 
portion of  unnecessary  utilization  initially. 
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The  few  cost-benefit  studies  that  were  performed  indicated  a 
marginally-favorable  return  on  investments,  but  these  studies  frequently 
did  not  properly  consider  or  account  .for  the  effect  of  fixed 
costs  on  the  value  of  decreased  utilization.     Since  a  considerable  portion 
of  the  cost  of  a  hospital  day  is  fixed,  when  a  day  is  saved  through  UR, 
the  value  of  the  day  saved  is  overstated  if  valued  at  the  per  diem  rate  in 
that  fixed  costs  are  redistributed  in  the  provider  institution  to  the 
remaining  patient  days  and  per  unit  prices  (per  diem  rates)  increase. 
Thus,  much  of  the  apparent  savings  are  shifted  to  the  charges  associated 
with  the  remaining  patient  days. 

Less  information  is  available  regarding  the  outcomes  of  quality 
review  programs.    Limited  studies  of  the  Georgia  and  Mississippi  EMCROs 
indicated  significantly  greater  physician  compliance  with  locally  developed 
quality  criteria.    However,  the  scope  of  these  studies  was  quite  limited. 
No  effect  on  ALOS  or  indicators  for  admissions  was  found.    The  Utah 
Professional  Review  Organization  found  no  demonstrable  impact  on  physician 
performance.    The  New  Mexico  EMCRO  (HAPP)  was  found  to  significantly 
decrease  the  use  of  injectable^  only. 

In  reviewing  the  overall  effectiveness  of  eighteen  quality 
assessment  programs,  an  Institute  of  Medicine  (IOM)  panel  concluded  that 
existing  information  does  not  substantiate  the  effectiveness  of  either 
Medical  Care' Evaluation  studies  or  Concurrent  Review.!7    While  some 
individual  instances  of  improvements  in  quality  and  changes  in  utilization 
were  observed,  the  overall  effectiveness  of  the  programs  was  felt  to  be 


^National  Academy  of  Sciences,  Institute  of  Medicine    Assessing  Quality 
<„  g^tgi    An  Evaluation  (Washington,  B.C.:     National  Academy  of 

Science,  1976),  pp.  1-22. 
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doubtful.     The  IOM  study  suggested  that  eventual  improvement  in  the  general 
quality  of  medical  practice  night  resu?_t  due  to  increased  interest  in 
quality  assurance.     It  was  further  felt  that  the  general  lack  of  data  and 
its  limitations  had  inhibited  carefully  designed  evaluations  of  the  programs. 

6.4.2    Report  of  Individual  Studies 

In  this  discussion  of  review  program  evaluations,  the  studies  will 
be  organized  according  to  the  categorization  schema  presented  in  Section  2.2 
— by  the  purpose  of  review  and  the  time  of  review. 

6. A. 2.1    Prospective  and  Concurrent  Utilization  Review 
Program 

Prior  to  the  advent  of  PSROs,  there  were  two  major  physician- 
spousored  programs  in  which  the  hospitalization  of  medical  assistance 
recipients  was  precertif ied.    The  first  was  the  Sacramento  Foundation  for 
Medical  Case's  Certified  Hospital  Admissions  Program  (CHAP)  which  began 
precertif ying  admissions  under  Foundation-sponsored  health  insurance 
programs  in  1969.     In  1970,  the  California  Department  of  Health  Care 
Services  required  Medi-Cal  (California  Medicaid)  patients  with  lengths  of 
stay  exceeding  eight  days  to  be  precertif ied .     This  was  to  be  done  by 
state  medical  consultants.    The  Foundation  successfully  proposed  to  the 
State  to  carry  out  its  CHAP  program  for  Medi-Cal  claims  in  two  counties, 
Sacramento  and  El  Dorado.     In  1972,  CHAP  was  extended  to  Medicare  hospital 
admissions  in  Sacramento  County  and  four  nearby  counties. 

The  other  major  physician-sponsored  program  incorporating  pre- 
certification  was  the  New  Mexico  Foundation  for  Medical  Care's  Hospital 
Admission  Precertif ication  Program  (HAPP)  which  was  modeled  after  CHAP 
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with  one  significant  exception — under  HAPP,  hospitals  had  the  option  of 
being  delegated  the  responsibility  of  carrying  out  the  review.  Otherwise, 
the  model  consisted  of: 

(1)  precertif ication  of  the  medical  necessity  and  length  of  stay  for 
non-emergency  admissions,  using  diagnosis-specific  median  LOS 
norms  for  the  area; 

(2)  certification  of  the  medical  necessity  and  length  of  stay  of 
emergency  admissions  within  a  specified  period  after  admission; 

(3)  certification,  if  the  assigned  LOS  was  exceeded;  and 

(A)     nurse  coordinators  carrying  out  the  review  in  hospitals,  excepting 
non-delegated  hospitals  in  New  Mexico  for  which  coordinators  at 
the  Foundation  conducted  the  review. 

The  effectiveness  of  both  the  CHAP  and  HAPP  programs  has  been 
evaluated  by  persons  outside  the  immediate  operation  of  the  programs.  Since 
Foundations  had  been  awarded  EMCRO  funds  in  1971  and  1972,  respectively, 
their  performance  was  reviewed  by  Arthur  D.  Little,  inc.   (ADL)  under 
contract  to  the  National  Center  for  Health  Services  Research  for  the 
evaluation  of  the  EMCRO  program.^7     In  addition,  the  former  Director  of 
the  California  Department  of  Health  Care  Services,  Dr.  Earl  Brian, 
published  a  report  covering  the  first  eight  months  of  CHAP's  review  of 
Medi-Cal  admissions.^7    More  recently,  the  Office  of  Research  and  Statistics 


ll EMCRO:     An  Evaluation  of  Experimental  Medical  Care  Review  Organizations, 
Volume  III,  Hospital  Review  Programs  (Cambridge,  Massachusetts:  Arthur 
D.  Little,  Inc.,  February,  1976). 

17E    W    Brian,  "Government  Control  of  Hospital  Utilization:    A  California 
Experience,"  New  England  Journal  of  Medicine,  vol.  186  (1972)  pp.  1340-1344. 
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of  the  Social  Security  Administration,  DHEW,  has  prepared  an  evaluation 

of  the  first  two-years  worth  of  CHAP's  Medicare  reviews  compared  with 

the  previous  pre-CHAP  year.— ^    HAPP  has  also  been  reviewed  within  the 

context  of  a  comprehensive  evaluation  of  the  first  three  years  of  the 

2/ 

New  Mexico  Peer  Review  System  by  Brook  and  Williams,—    and  in  a  follow-up 

3/ 

study  by  Brcok,  Williams,  and  Rolph — 

The  published  results  of  these  six  separate  evaluations  vary  in 
content  as  well  as  in  length  (from  8  to  over  100  pages).    Both  programs 
were  designed  to  control  costs  and  utilization;  therefore,  these  evaluations 
are  limited  to  impact  variables  such  as  average  LOS,  discharge  rate,  costs, 
etc.     The  Brian  and  ADL  reports  of  CHAP  successes  in  reducing  the  average 
LOS  of  Medi-Cal  patients  as  much  as  25  percent,  have  been  disputed  on 
methodological  grounds .4/    By  comparison,  the  DHEW  evaluation  conducted 
by  Bluestone  and  Baugh  wis  thorough  and  rigorous,  yet  it  still  found  a 
significant  drop  of  ten  percent  in  average  LOS  one  year  after  implementation 
of  CHAP  for  Medicare  hospitalizations.     Days  of  care  per  1,000  enrollees 
dropped  5.3  percent  in  the  first  year  under  CHAP  but  increased  4.6  percent 
in  nearby  non-CHAP  areas.     Interestingly,  Bluestone  and  Baugh  found  successive 
reductions  in  days  of  care  for  each  of  the  two  years  of  review  and  were 


I/m.  Bluestone  and  D.  Baugh,  An  Evaluation  of  a  Medicare  Concurrent 
Utilization  Review  Program,   the  Sacramento  Certified  Hospital  Admission 
Project  (CHAP),  November,  1976. 

2/R    h.  Brook  and  K.  N.  Williams,  Effect  of  the  New  Mexico  Peer  Review 
System  on  Cost  *nd  Quality  of  Medical_Care ,  Health  Care  Management  Systems 
Contract  No.  HCMS  NM-01,  DHEW  Grant  No.  90008-D. 

3/iobert  H.  Brook,  Kathleen  N.  Williams,  and  John  E.  Rolph,  Controlling 
the  Use  and  Cost  of  Medical  Services,  the  Rand  Corporation,  DHEW  Contract  No. 
HEW-100-76-0180. 

4/ t>    savetta    "Critique  of  an  Earlier  Study  of  the  Sacramento  Medical 
Care  ^tW^' Certified  Hospital  Admission  Program  (CHAP),"  M^cal^are, 
vol.  14:1  (January  1976),  pp.  80-90. 
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able  to  parcel  out  this  effect,  attributing  it  to  two  separate  causes. 
They  conclude,  "...concurrent  review  appeared  to  have  an  initial,  but  not 
continuing,  effect  while  preadmission  review  appeared  to  have  a  delayed 
effect."—^     Bluestone  and  Baugh  also  reported  finding  no  effect  on  diagnostic- 
mix  or  readmission  rates,  that  the  greatest  reductions  occured  in  non- 
surgical cases  and  for  older  patients,  and  that  a  significant  reduction 
in  hospital  stays  of  30  days  or  more  had  been  realized.     Their  cost-benefit 
analysis  showed  a  ratic  of  one  dollar  spent  on  review  for  every  3.4  saved, 
using  average  room  and  board  charges  without  accounting  for  fixed  costs 
which  was  expected  to  reduce  the  "benefits"  by  60  to  80  percent. 

The  ADL  study  of  HAPP  reported  an  instability  in  both  cost  and 

units  of  service,  which  were  considered  "approximate  to  LOS"  for  Medicaid 

eligibles  during  the  44  months  prior  to  HAPP  and  during  the  first  24 

months  of  HAPP  operation .-^    In  their  study  of  the  first  three  years  of 

HAPP,  Brook  and  Williams  reported  a  "rather  remarkable  rise  in  the 

number  of  hospital  days  per  eligibles  during  the  time  that  a  precertifi- 

>2/ 

cation  and  recertif ication  program  was  actively  pursued."-      They  then 
speculated  that  this  rise  could  be  due  to  an  increased  recognition  of 
morbidity  given  the  ambulatory  and  nursing  home  review  activities  being 
conducted  simultaneously  by  the  New  Mexico  peer  review  system,  but  they 
were  unable  to  find  any  evidence  to  support  this  supposition. 

-^M.  Bluestone  and  D.  Baugh,  An  Evaluation  of  a  Medicare  Concurrent 
Utilization  Review  Project.  The  Sacramento  Certified  Hospital  Admission 
Project  (CHAP),  p.  18. 

—''Brook  and  Williams,  pp.  35-36. 
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Brook,  Williams,  and  Rolph's  follow-up  study  was  a  four-year  case 
study.     They  found  that  use  of  all  categories  of  services  per  eligible 
per  year  increased  during  the  study  period  for  all  age  categories  (except 
injections).     HAPP  was  not  seen  as  having  any  impact  on  MOS,  total 
hospital  days,  the  proportion  of  short  stays  or  long  stays,  or  admission  . 
rates.    No  difference  in  effect  was  noted  between  delegated  and  non- 
delegated  hospitals  or  between  hospitals  judged  to  have  the  most  effective 
review  programs  vs.  other  hospitals.    The  percentage  increase  in  Medicaid 
expenditures  per  eligible  per  year  was  greater  than  the  percentage 
increases  in  services  per  eligible  and  the  only  savings  to  the  Medicaid 
program  were  brought  about  by  administrative  activities,  not  peer  review .1 

It  should  be  noted  that  the  objectives  of  the  CHAP  and  HAPP 
programs  were  somewhat  different.    While  CHAP  was  intended  to  prevent 
inappropriate  admissions  and  days  of  care  in  order  to  contain  hospital  costs, 
HAPP  was  designed  to  "decrease  the  [hospitals']  burden  of  retroactive  claims 
denials. From  the  limited  information  available,  it  appears  that  HAPP 
has  reduced  this  rejection  rate.    However,  since  B-ook  and  Williams  reported 
that  only  six  percent  of  Medicaid  hospital  days  billed  under  HAPP  were 
retroactively  denied  and  that  these  denials  were  for  administrative  reason, 
this  calls  into  question  whether  it  was  not  actually  the  new  claims  processing 
system  that  effected  the  reduction  in  claims  denials  rather  than  HAPP's  peer 
review  activity. 


^Brook,  et  al . ,  pp.  217-18, 
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A  third  major  precertif ication  program,  the  Illinois  Hospital 

Admission  and  Surveillance  Program  (HASP),  has  preliminarily  reported  a 

reduction  in  average  LOS  of  one  day   ''or  Medicaid  patients.—''     Since  this 

report  covering  the  first  seven  months  of  MSP  operation  in  1972,  no 

fur^         information  has  been  made  available  on  HASP's  subsequent  impact. 

This  study  was  criticized,  however,  by  Davidson,  et  al .  f^r  failure  to 

account  for  outside  causal  factors,  weaknesses  in  the  study  periods 

2/ 

selected,  and  weaknesses  in  the  measurement  criteria. 

6.4.2.2    Concurrent  Utilization  Review  Programs 
-\     Although  Concurrent  Review  is  the  prescribed  form  of  utilization 
review  under  the  PSRO  program,  there  is  virtually  no  significant  evidence 
of  its  impact  on  utilization.     Actually,  as  Brook  and  Williams  have  suggested, 
there  has  been  no  rigorous  test  of  "whether  utilization  review  of  Medicare 
and  Medicaid  patients  is  even  necessary;  and .. .assuming  inappropriate  place- 
ment in  the  hospital  is  identified  for  a  substantial  number  of  patients, 
whether  over  time  the  PSRO  and  its  UR  activities  can  correct  that  problem."— 

As  with  New  Mexico's  HAPP  system,  physician  concern  over  increased 
retroactive  claims  denials  is  reported  to  have  been  a  factor  in  the 
establishment  of  the  two  most  frequently  touted  examples  of  Concurrent  Review, 
the  On-Site  Concurrent  Hospital  Utilization  Review  (OSCHUR)  program  which  is 

— ^Bruce  A.  Flashner,  Shirley  Reed,  Robert  W.  Coburn,  et  al . ,  "Professional 
Standards  Review  Organizations,"  JAMA,  vol.  223  (March  26,  1973),  pp.  14 73- 
1484. 

—^Stephen  M.  Davidson,  Ronald  C.  Wacker,  and  David  H.  Klein,  "Professional 
Standards  Review  Organization:  An  Antique,"  Journal  of  the  American  Medical 
Association,  CCXXVI  (November  26,  1973),  1106. 

— ^Brook  and  Williams,  p.  122. 
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part  of  the  Utah  Professional  Review  Organization  (UFRO)  and  the  Multnomah 

1  2/ 

Foundation's  Concurrent  On-Site  Evaluation  and  Review  Effort  (CONSERVE) .— 2 

These  two  programs  began  their  review  activities  in  1972  and  1973, 
respectively.     Their  basic  review  process  is  identical  to  that  of  CHAP 
and  HAPP  except  that  precertif ication  is  replaced  by  admission  certification 
for  all  esses  reviewed.    Another  similarity  with  the  New  Mexico  situation 
is  the  fact  that  quality  assessment  activities  are  conducted  simultaneously. 

The  Institute  of  Medicine's  study  team  evaluating  quality  assessment 

programs  made  a  recent  attempt  to  evaluate  both  OSCHUR  and  CONSERVE,  along 

with  similar  multi-hospital  programs  in  Colorado,  San  Joaquin,  Minneapolis, 

the  District  of  Columbia,  and  in  several  individual  hospitals.  Insufficient 

data  were  available  for  any  impact  evaluations  except  in  the  three 

hospital -based  programs.     In  summary,  the  IOM  study  reports: 

Evidence  is  not  yet  available  for  a  conclusion  that  hospital 
concurrent  review  programs  are  effective.     Although  changes  in 
utilization  patterns  have  been  noted,  the  reasons  are  not  adequately 
understood.    The  costs  of  conducting  concurrent  review  vary  widely. 
Assertions  of  cost  savings  are  exaggerated,  because  they  assume 
that  total  per  diem  cost  will  be  saved  fcr  each  day  of  care  denied 
and  do  not  adequately  take  into  account  fixed  hospital  costs  or  the 
cost  of  alternative  care. 2/ 

A  recently  published  case  study  of  UPRO  points  out  that,  under, 
OSCHUR,  "few  admissions  are  denied  certification"  while  "the  curtailment  of 
'unnecessary'  hospital  admissions,  particularly  for  minor  surgery  and 


— ^EMCRO:     An  Evaluation,  p.  197. 

-'j    A    Winsten    ;,The  Utah  Professional  Review  Organization  as  a  Proto- 
type for'pSROs,"  m  Assuring  Quality  in  Medical  Care  (Cambridge,  Massachusetts 
Ballinger  Publishing  Company,  19  76),  p.  214. 

—^National  Academy  of  Sciences,  p.  5 
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diagnostic  workups,  is  one  of  the  most  important  goals  ...  of  OSCHUR. 
(Overall,  length  of  stay  is  not  viewed  as  a  significant  problem  in 
Utah  )"- 

There  has  been  one  rigorous,  independent  study  of  OSCHUR.  This 
evaluation  was  conducted  by  ADL,  as  a  part  of  the  EMCRO  evaluation  report, 
using  claims  data  filed  with  one  of  the  participating  insurance  carriers, 
Educators  Mutual  Insurance  Association  (EMIA) .    Data  on  EMIA  "eligibles" 
were  also  obtained  from  the  carrier.    A  multiple  time  series,  quasi- 
experimental  control  group  design  was  performed.    Although  there  were 
recognized  limitations  in  the  data,  OSCHUR  was  not  observed  to  have  any 
statistically  significant  impact  on  admissions,  days  of  care  per  1,000 
eligibles,  or  average  LOS.    There  was  some  indication,  however,  that  the 
study  populations  exhibited  lower  rates  of  hospital  utilization  compared 

with  the  local  population  as  a  whole  and  "remarkably"  lower  rates  when 

2/ 

compared  with  "crude"  data  for  the  western  part  of  the  United  States. 
This  raises  the  question  of  whether  inappropriate  utilization  is  even  a 
problem  in  this  population. 

The  ADL  study  team  also  evaluated  CONSERVE,  since  the  Multnomah 
Foundation  was  also  a  part  of  the  EMCRO  program.    An  analysis  of  the  first 
seventeen  months  of  admissions  reviewed,  representing  less  than  four 

i/winsten,  pp.  217,  222. 

2-  EMCRO:     An  Evaluation,  Vol.  III. 
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percent  of  admissions  to  the  participating  institutions,  showed  a  "definite 
and  progressive  reduction  in  average  length  of  stay."— ■ 

A  cost-benefit  analysis  of  the  Colorado  PSRO's  concurrent  review 
activities  in  1974  was  reported  to  Congress  in  1976.     The  reported  cost- 
benefit  ratio  was  calculated  by  Colorado  staff  to  be  1  to  4  —  i.e.,  for 
every  dollar  spent  on  review  activities  four  dollars  were  sa^ed."  This 
cost-benefit  ratio  was  based  on  a  9.5  percent  decrease  in  days  of  care  per 
1,000  Medicare  and  Medicaid  eligibles.    However,  recent  critiques  of  this 
evaluation  nave  indicated  certain  weaknesses.     Inadequate  and  noncomparable 
data  were  used  to  project  the  trends  used  in  this  analysis  and  total  per 
diem  costs  were  used  to  compute  savings  instead  of  the  percentage  of 
2/ 

per  diem  costs.— 

There  has  been  one  other  evaluation  of  PSRO  concurrent  review 

which  merits  attention.     It  is  a  two-part  study  conducted  by  the  Medical 

Assistar-e  Division  of  the  South  Carolina  Department  of  Social  Services. 

Based  on  a  comparison  of  the  average  LOS  for  twenty-one  separate  diagnoses, 

this  study  found  a  significant  reduction  of  0.9  days  under  the  PSRO  method 

3/ 

of  review  compared  with  the  existing  methods  or  Medicaid  review  — 


1/ 


Ibid.,  p.  233. 


l/p>   S-  Boulis,  Evaluation  of  Concurrent  Review  Programs,  Blue  Cross 
Association  Plan  Utilization  Review  Bulletin  No.  004,   (Chicago:  Blue 
Cross  Association,  March  21,  1977). 

Daniel,  R.  Hepfer,  and  S.  Mouzon,  Initial  Effects  of  PSRO- 
Medicaid  Program  in  South  Carolina,  1976. 
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Another  similarly  designed  study  was  recently  reported  by  Lave 
and  Leinhardt X1    Under  the  authority  o£  the  Pennsylvania  Department  of 
Public  Welfare,  a  Pre-Discharge  Utilization  Review  (PDUR)  program  was 
implemented  voluntarily  by  half  the  hospitals  in  Allegheny  County  during 
1973  as  part  of  a  demonstration  project.     PDUR  was  conducted  by  members  of 
the  hospital  medical  staffs  using  Hospital^Utilization  Project  (HUP)  median 
LOS  norms  and  assigning  a  LOS  according  to  each  Medicaid  patient's  condition, 
sex  and  age.    For  an  extension  of  this  assigned  LOS,  the  attending 
physician  had  to  make  a  request  to  the  state  monitoring  agency.    Nine  four- 
month  periods  of  LOS  data  were  analyzed  -  four  pre-PDUR  and  five  during 
PDUR.     Potential  changes  in  the  structure  and  process  of  medical  care 
delivery  were  obviated  by  comparing  the  Medicaid  cases  with  similar  Blue 
Cross  cases.    Noting  the  serious  problems  of  case-mix  differences  over 
time  and  across  hospitals,  the  investigators  used  several  methods  for 
controlling  case-mix  variance.    Despite  the  rigor  of  this  study,  no  change 
in  average  LOS  could  be  attributed  to  PDUR.     In  fact,  the  greatest 
reduction  in  LOS  was  noted  in  hospitals  that  had  maintained  relatively 
high  occupancy  rates,  regardless  of  whether  or  not  they  had  participated  in 
PDUR.    This  latter  point  was  noted  in  an  editorial  by  Roemer  who  suggests 
that  "pressures  felt  for  admission  of  new  patients  inevitably  influence 
doctors  to  discharge  old  patients."!/     (Roemer  also  cites  other  studies 
which  implicate  the  provider  as  the  determiner  of  "consumer  demand.") 

v/,    „    T  A  c    -Mpnhardt    "An  Evaluation  of  a  Hospital  Stay 

1/J.  R.  Lave  and  S.  Liennarat,    ««  Health,  vol.  66  (19  70), 

Regulatory  Mechanism,"  Americanjpjirn^ 

pp.  959-967. 
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The  results  of  two  other  evaluations  of  small-scale  review  programs 
have  recently  been  disseminated.-^    One  program  was  conducted  under  the 
auspices  of  Blue  Cross  of  South  West  Ohio  in  five  Dayton,  Ohio  hospitals 
and  evaluated  from  April,  1973  to  September,  1973.    The  second  program 
was  undertaken  as  a  pilot  project  by  the  Genesse  Medical  Corporation  in 
two  Flint,  Michigan  hospitals  during  the  last  seven  months  of  1974.  The 
Ohio  evaluation  compared  ALOS  computed  from  PAS  data  for  similar  six- 
month  periods  before  and  after  implementation  of  review.    For  the  limited 
time  frame  under  study,  the  data  were  analyzed  and  controlled  for  minor 
case-mix  and  treatment  differences.    A  decrease  of  0.36  days  in  A10S 
was  found  to  be  statistically  significant  using  a  non-parametric  sign  test. 
The  Genesse  evaluation  compared  the  ALSO  for  reviewed  cases  against  that 
for  the  remaining  cases  which  were  not  reviewed.     (The  review  was  con- 
ducted as  a  pilot  program  in  which  the  review  coordinators  were  instructed 
to  review  as  many  cases  as  possible.    Approximately  70  percent  of  cases 
were  reviewed.    When  the  explicit  criteria  for  determining  the  medical 
necessity  of  continued  hospitalization  were  not  met,  the  review  coordinators 
relayed  this  information  to  the  attending  physician  as  a  point  of  information 
and  education.)    The  ALOS  for  reviewed  cases  was  found  to  be  1.4  days 
shorter  than  for  non-reviewed  cases,  but  no  test  of  statistical  significance 
was  performed  on  these  ds-:a.    The  only  potentially  confounding  factor 
analyzed  was  diagnostic -mix  which  did  not  appear  to  be  contributing  to  the 
ALOS  difference. 


— ^Boulis 
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6.4.2.3    Concurrent  Quality  Rpyiew  Programs 
The  process  of  Concurrent  Quality  Assurance  (CQA)  has  been  designed 
as  an  addition  to  Admission  Certification  and  Continued  Stay  Review  procedures 
which  are  followed  by  review  coordinators.    The  added  procedures  involve 
the  application  of  standards  determined  by  physicians  to  be  essential  or 
critical  for  the  care  of  specified  conditions.     (These  explicit  criteria 
may  be  identical  to  those  used  in  MCE  studies.)    When  found,  the  exceptional 
practices  are  referred  to  a  physician  advisor  who  determines  whether  or  not 
a  consultation  with  the  attending  physician  is  required  for  corrective 
action. 

€ 

A  privately  funded  pilot  study  of  CQA  has  recently  been  completed 
in  five  PSROs  across  the  United  States.—''    Conducted  by  Private  Initiative 
in  PSRO  (PIPSRO)  u  .Jer  the  director  of  Dr.  Paul  J.  Sanzaro,  this  study  was 
designed  as  an  experimental  trial.     Hospitals  in  each  PSRC  area  were 
assigned  to  experimental  or  control  groups;  however,  problems  of  attrition 
and  self-selection  altered  this  design.    A  third  group  of  hospitals  which 
had  not  begun  participating  in  PSRO  activities  served  as  a  second  control 
group.     In  the  experimental  group,  review  coordinators  implemented  CQA 
for  seven  diagnoses.     In  the  first  control  group,  review  coordinators 
recorded  comparable  data  for  the  seven  diagnoses  but  did  not  contact  the 
physician  advisor  when  performance  criteria  were  not  met.     In  the  second 
control  group,  study  staff  retrospectively  abstracted  data  from  medical 
records  for  the  five  most  frequent  diagnoses  in  each  PSRO  area.  Where 
feasible,  data  were  collected  for  a  twelve-month  period  during  which  CQA 

i/p.  J.  Sanazaro,  "Private  Initiative  in  PSRO,"  special  article,  New 
England  Journal  of  Medicine,  vol.  293,   (November  13,  1975),  pp.  1023-1028. 
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3,/An  E^luatign  of  the  Effectiveness  of  Utilization  Review  Activities 
in  Hospitals  and  Extended  J^jjllijJ^s,  Final  Report,    (Cambridge,  Massa- 
chusetts:     Arthur  D.  Little,  Ivz.,  December  21,  19/2). 


was  in  operation.     A  total  of  68  hospitals  participated  in  this  study. 
The  results  of  this  study  have  not  yet  been  published. 

6.4.2.4     Retrospective  Utilization  Review  Programs 
—  c  ~~ 

i 

One  major  study  of  retrospective  utilization  review  was  conducted 

■  j 

by  ADL  for  the  Community  Health  Service,  Health  Services  and  Mental  Health 

Administration,  in  1971  and  1972.-'     An  extensive  survey  was  carried 

out  in  20  hospitals,  ten  of  which  were  judged  by  other  agencies  as  having 

I 

"effective"  utilization  review  ccmmittees.     The  remaining  ten  were  assumed 
to  have  "typical"  utilization  review  committees.     Five  "effective"  and 
five  "typical"  sites  were  found  in  each  of  two  states.    Objective  and 
subiective  information  about  each  committee's  activities  were  collected 
along  with  structural  and  intermediate  outcome  data.    The  only  outcome 

j 

measure  showing  any  variation  with  the  structural  and  process  measures 

was  ALOS.     These  variations  were  not  found  to  be  statistically  significant, 

i 

however,  it  is  felt  that  they  merit  examination.    A  greater  decrease  in 
ALOS  was  observed  when  the  following  conditions  existed: 

(1)  a  larger  number  of  committee  member  hours  being  spent  on 
individual  case  review, 

(2)  a  limited  scope  of  review  and  a  limited  number  of  cases  under 

review, 

(3)  EDP  being  used  to  support  rather  than  supplant  case  review, 

(4)  the  hospital  had  teaching  programs, 


i  \ 
l 
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(5)  existence  of  a  low  turnover  rate  (less  than  37  admissions/year/ 
bed),  and 

(6)  existence  of  a  high  occupancy  rate. 

One  statistically  significant  finding  was  found  at  the  99% 
confidence  level.    A  greater  decrease  in  ALOS  was  observed  for  hospitals 
with  a  relatively  longer  initial  ALOS.     The  two  time  periods  studied  were 
1966-67  and  1969-70. 

6.4.2.5    Retrospective  Quality  Review  Programs 
Retrospective  assessments  of  medical  care  quality  may  be  conducted 
on  three  types  of  data: 

(1)  uniformly  abstracted  at  discharge,  and  ODtionallv,  supplemented  bv 
discharge-specif ic  information; 

(2)  diagnosis-specific  abstracts  completed  any  time  after  discharge;  and 

(3)  diagnosis-specific  abstracts  completed  during  the  patients'  hospital- 
ization. 

These  data  may  be  used  to  describe  patterns  of  care  or  case  by  case 
exceptions  to  explicit  criteria. 

An  Institute  of  Medicine  evaluation  of  quality  assessment 
programs  produced  only  anecdotal  information  on  medical  care  audits 
conducted  in  hospitals.    One  of  the  three  hospitals  participating  in 
this  study  reported  medical  audit  impacts  on  structure  —  e.g.,  the 
addition  of  a  day-surgery  program,  new  equipment  and  the  creation  of  new 
care-specific  units  —  and  on  performance  —  e.g.,  increased  use  of 
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rehabilitative  services,  detection  of  previously  undetected  cases  of 

hypertension  and  improved  documentation  in  the  medical  record. Another 

hospital  reported  more  condition-specific  impacts  on  performance  —  e.g., 

increased  use  of  rehabilitative  services  for  stroke  patients,  more 

appropriate  use  of  packed  cells,  and  a  decrease  in  inappropriate  retrograde 

2/ 

pyelography  performed  on  young  patients.— 

The  Institute  of  Medicine's  study  reports  the  UPRO's  "general 
disappointment  with  traditional  audits"  and  its  current  application  of  MCEs 
using  management  objectives  for  patients.     It  should  be  noted  that  an  ADL 
study  of  OSCHUR  audits,  which  used  concurrently  abstracted  diagnosis- 
specific  data  and  explicit  criteria,  found  no  demonstrable  impact  on 
physician  performance. -      Further,  the  final  ADL  report  recommended 
"emphasizing  the  objective  for  hospitalization"  in  MCE  studies.- 

Two  EMCROs,  Mississippi  and  Georgia,  developed  abstracting  systems 
which  incorporated  diagnosis-specific  information  and  explicit  criteria 
to  produce  exception  reports.    Evaluations  of  the  impact  of  these  two 
programs  on  physician  performance  have  been  made  by  ADL. 

The  Mississippi  system  reports  cases  which  do  not  meet  the  pre- 
determined criteria  of  the  participating  hospitals'  utilization  review 


National  Academy  of  Sciences,  p.  63. 
1/ Ibid. ,  p.  64. 

— ^EMCRO:     An  Evaluation,  p.  433 
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committees  after  these  cases  have  been  verified  as  exceptional  by  the 
EMCRO's,  and  now  the  PSRO's,  review  nurse  and  review  physician.     A  follow- 
up  report  is  prepared  by  each  utilization  review  committee  which  notes 
the  reliability  of  the  original  exception  report  and  any  action  taken  by 
the  committee.     In  addition,  the  data  system  prepares  routine  reports 
containing  tabular  data  by  diagnosis  for  each  hospital  and  for  all 
hospitals  combined. 

Georgia  EMCRO's  abstracting  system,   Information  for  Medical  Audit 
by  Generation  of  Exceptions  (IMAGE)  was  similar  to  design  to  the  older 
Mississippi  system.     IMAGE  stressed  reliability  at  the  coding  stage  and 
produced  a  variety  of  reports  designed  for  both  clinical  and  administrative 
analyses.     It  must  be  noted,  though,  that  this  system  was  never  fully 
operational  in  Georgia. 

The  ADL  evaluation  reported  "a  statistically  significant  impact, 
in  the  form  of  improved  physician  compliance  with  locally  developed  quality 
criteria,  in  Georgia  and  Mississippi  .'^    The  Mississippi  data  represented 
47  hospitals  which  had  participated  in  the  system  for  anywhere  from  a  few 
months  to  two  years.     No  impact  was  found  on  either  ALOS  or  on  "indi- 
cations for  hospital  admission"  in  these  data.    The  statistically 
significant  impact  on  the  provision  of  usual  service  was  limited  to  a  few 
common  conditions  in  only  a  few  hospitals,  excepting  pregnancy  and 
admission  of  infants  -  cases  on  which  physicians  in  approximately  20 
percent  of  the  hospitals  improved  service  compliance.     The  Georgia  IMAGE 
data  were  available  for  only  four  hospitals  and  indicated  a  statistically 

1/  Ibid. 
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significant  trend  toward  increased  compliance  with  "critical  investigative 
and  management  criteria"  in  only  six  of  the  26  hospital-diagnosis  categories  — 
a  result  which  the  investigators  suggested  was  "likely ...  the  result  of 
improved  abstracting."— 

6.5    Additional  Studies  with  Implications  for  PSRO 
There  are  four  special  studies  which  suggest  the  need  for  further 
study  of  concurrent  utilization  review  procedures.    The  first  study  is 
an  examination  of  hospital  bed  misutilization  undertaken  by  Restuccia  and 
Holloway.-7    Using  Medicare  levels  of  care  criteria  to  assess  the  in- 
appropriate location  of  patients  in  the  hospital,  the  nurse  coordinator 
then  identified  the  reason  for  each  patient's  continued  stay.    Of  the  218 
Medicare  and  Medi-Cal  patients  sampled,  26  percent  had  at  least  one 
inappropriate  day  of  stay.     Sixty-three  percent  of  these  inappropriate 
days  were  associated  with  "discharge-related  barriers"  such  as  the 
inavailability  of  skilled  nursing  facility  beds  and  the  humanitarian 
treatment  of  the  terminally  ill. 

The  second  study  is  an  extension  of  the  first.-7    Medicare  levels  of 
care  criteria  were  again  used  by  a  review  coordinator  to  assess  whether 
or  not  patients  were  appropriately  located  at  an  acute  level  of  care. 
For  two  months,  333  Medicare  patients  in  four  hospitals  were  randomly 
assigned  to  four  study  groups.    The  study  groups  varied  according  to 


-'ibid. 


2/ j    D    Restuccia  and  D.  C.  Holloway,  "Barriers  to  Appropriate  Utili- 
nation  of  an  Acute  Facility,"  Medical  Care,  vol.  14,  no.  7  (July  1976), 
pp.  559-573. 

1'j    D    Restuccia,  "The  Effect  of  Feedback  on  Physicians'  Decision  to 
Reduce  Hospitalizations,"  Doctoral  Dissertation,  (Berkeley:    University  of  Cali- 
fornia, School  of  Public  Health,  1977) . 
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the  type  of  feedback  given  the  attending  physician  when  a  patient  was 
found  to  be  at  an  inappropriate  level  of  care.     The  four  types  of  feedback 
were:     (1)  none;   (2)  indirect,  i.e.,   to  the  attending  via  the  physician 
advisor;   (3)  direct  to  the  attending;  and  (4)  "judgmental,"  i.e.,  the 
review  coordinator  determined  which  of  the  preceding  three,  or  any  other, 
approaches  was  best  for  the  particular  case  under  review. 

The  judgmental  group  was  found  to  have  had  an  ALOS  almost  three  days 
shorter  than  the  ALOS  for  the  indirect  group,  which  employed  the  conven- 
tional form  of  peer  feedback.     The  group  with  the  direct  mode  of  feedback 
had  an  ALOS  which  was  approximately  one  day  shorter  than  the  indirect 
or  no  feedback  groups. 

The  third  study  concerning  concurrent  review  procedures  is  essentially 
a  theoretical  and  mathematical  examination  of  Continued  Stay  Review  (CSR) 
by  Averill  and  McMahon.^    The  authors  suggest  that  the  PSRO  form  of  CSR 
uay  be  an  inefficient  procedure  for  utilization  control.    The  study  is 
based  on  several  tenuous  assumption,  concerning  the  actual  application  of 
CSR  and  relies  on  length  of  stay  data  from  a  medical  center  population. 

The  fourth  study  is  an  Institute  of  Medicine  evaluation  of  hospital 
discharge  abstract  reliability.^    A  re-abstracting  process  produced  only 
a  65.2  percent  agreement  with  the  original  abstracting  for  principal 
diagnoses  coded  to  four  digits  (using  ICDA  codes.)    The  study  suggests 

W?    Averill  and  L.  F.  McHahon,  Jr.,  "A  Cost  Benefit  Analysis  of 
Continued  Ly  CeSf ication, "  Med^are,  vol.  15,  no.  2  (February,  1977) 

2/Reliabilitvj>f_Ho^  National  Academy  °£ 

Sciences,  Institute  of  Medicine,  February,  19/7. 
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that  length  of  stay  based  on  abstract  service  data  may  be  over-estimated 

for  PSRO  "target"  diagnoses.     The  implications  for  the  use  of  LOS  norms 

based  on  hospital  abstracL  data  would  then  require  further  study.  This 

study  also  has  implications  for  the  use  of  abstracted  hospital  data  in 

quality  review  programs.     The  first  recommendation  in  the  study  report 

is  as  follows:     "One  must  assume  that  abstracted  hospital  data  contain 

errors  and  use  them  with  caution."-''    This  potential  for  error  in  uniformly 

2/ 

abstracting  discharge  data  was  also  noted  by  Holloway,  ejt  al .—  Their 
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2/c.  Holloway,  L.  J.  Wiczai,  and  E.  J.  Carlson,  "Evaluating  an  Infor- 
mation System  for  Medical  Care  Evaluation  Studies,"  Medical  Care,  vol.  13 
(April,  1975),  pp.  329-340. 

3/R.  H<  Brook,  Quality  of  Care  Assessment;     A  Comparison  of  Five  Methods 
of  Peer  Review,  DIIEW  Pub.  No.  HRA  74-3100,  July,  1973. 


observation  that  the  probability  of  error  is  increased  by  the  use  of  an 
abstracting  system  which  necessitates  the  recording  of  numerous  items, 
superfluous  to  most  audits,  stemmed  from  a  study  designed  to  compare  the 
utility  of  two  types  of  data  used  in  retrospective  quality  assessment.  A 
diagnosis-specific  audit  was  found  conducive  to  the  inclusion  of  all 
required  information,  whereas  the  PAS-MAP  audit,  based  on  data  uniformly 
abstracted  at  discharge,  was  lacking  and  required  supplemental  data. 

I 

Problems  more  fundamental  than  data  reliability  and  adequacy  remain 
unsolved  in  the  area  of  medical  care  review.    A  classic  attempt  to 
determine  which  of  five  review  mechanisms  is  most  effective  for  quality 
assessment  was  undertaken  by  Brook.^    Comparisons  were  made  of  five 
different  methods  of  quality  assessment:     (1)  implicit  judgment  of 


wb>  


152 


process  relying  on  the  subjective  opinion  of  an  individual  judge,   (2)  im- 
plicit judgment  of  outcome,   (3)   implicit  judgment  of  process  and  outcome 
combined,   (4)  explicit  judgment  of  process  relying  on  predetermined 
criteria  set  by  group  agreement,  and  (5)  explicit  judgment  of  outcome. 

Three  conditions  —  urinary  tract  infection,  hypertension,  and 
ulcerated  lesion  in  the  stomach  or  duodenum  --  were  selected  for  study. 
Physicians  made  implicit  outcome  aid  process  judgments  by  using  a  two- 
page  abstract  of  the  medical  record  prepared  by  the  researchers.  An 
outcome  assessment  was  made  by  determining  if  the  outcome  could  have 
been  improved  if  the  medical  care  process  had  been  better.  Physicians 
also  rated  the  quality  of  care  received  by  the  patient  as  acceptable 
or  unacceptable  (implicit  quality-of-care  judgment).    And  finally, 
patients  were  contacted  five  months  after  discharge  to  determine  their 
condition  at  that  time. 

Results  showed  that  44  percent  of  the  hypertensive  patients 
still  living  had  uncontrolled  blood  pressure,  61  percent  of  patients 
with  urinary  tract  infection  had  bacteria  resistant  to  the  antibiotic 
originally  chosen,  and  61  percent  of  patients  with  ulcerated  lesions  ' 
remained  symptomatic.    With  at  least  two  of  the  three  judges  considering 
care  adequate,  23.3  percent  of  the  patients  had  ,n  adequate  medical  care 
process!    Outcome  was  judged  unimprovable  in  63.2  percent  of  the  cases 
and,  for  27.1  percent  of  the  cases,  the  quality-of-care  was  judged 
acceptable.    Only  two  percent  of  the  cases  met  all  of  the  explicit-process 
criteria,  and  the  mean  percentages  of  criteria  met  were  52  percent  for 
urinary  tract  infection,  58  percent  for  hypertension,  and  35  percent  for 
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ulcerated  lesion.    Explicit-outcome  evaluation  resulted  in  40  percent  of 
urinary  tract  infection  patients  and  44  percent  of  hypertensive  patients 
receiving  acceptable  care.    For  those  with  ulcerated  lesions,  outcome 
was  found  to  be  worse  than  the  estimated  outcomes  with  no  therapy. 

Implicit-process  judgment  correlated  weakly  with  outcome.    The  three 
implicit  methods  varied  significantly  with  the  conditions  and  reliability 
was  not  sufficient  to  judge  individual  patient  care.     In  terms  of  physician 
willingness  to  estimate,  and  the  validity  of  the  estimates,  explicit- 
outcome  evaluation  seemed  the  least  satisfactory.    Overall,  explicit 
methods  were  more  stringent  than  implicit  methods,  and  process  methods 
were  more  stringent  than  outcome  methods.    The  investigator  concludes, 
"These  results  indicate  that  different  methods  will  produce  substantially 
different  results  when  measuring  quality  of  care.    It  is  suggested  that 
the  most  valid  approach  to  assessing  quality  of  care,  given  the  present 
state  of  the  art,  is  individual  case  analysis  of  both  medical  care 
process  and  patient  outcome."—^ 

Another  systematic  evaluation  of  review  mechanisms  is  currently  • 

2/ 

underway  in  Public  Health  Service  Hospitals.-     The  results  of  this  study, 
although  not  available  until  1980,  should  provide  further  guidance  as  to 
the  efficacy  and  costs  of  both  the  utilization  and  quality  review 
mechanisms  espoused  by  the  PSRO  program.     The  four  review  models  being 
tested  are  as  follows: 

i'lbid.,  p.  iii 

—^Evaluation  of  Alternative  Review  Systems:    An  Examination  of  the 
Efficacy  of  Selected  Medical  Care  Review  Mechanisms,  An  Intramural  Research 
Project  of  the  National  Center  for  Health  Services  Research  in  Collaboration 
with  the  Division  of  Hospitals  and  Clinics,  Bureau  of  Medical  Services 
(February,  1976). 
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(1)    Concurrent  Review  —  consisting  of 

(a)  Admission  Certification 

(b)  Validation  of  diagnosis 

(c)  Length  of  Stay  assignment 

(d)  Concurrent  Quality  Assurance  -  performed  by  a  nurse  coordinator 
using  explicit  criteria  for  selected  diagnoses,  and 

♦    (e)    Continued  Stay  Review 

(2)  Retrospective  Review  —  consisting  of 

(a)  Medical  Care  Evaluation  -  using  the  "bi-cycle  concept"  and 

(b)  Profile  Analyses  -  for  which  abstracted  data  on  all  discharges 
will  be  available 

(3)  Combined  Prototype  Review  -  incorporating  all  the  features  of  the 
Concurrent  and  Retrospective  Review  Models 

(4)  Traditional  Implicit  Review  -  which  is  not  standardized,  often 
informal  review  using  implicit  criteria. 

One  final  "study"  having  implications  for  future  PSRO  activities 
also  has  implications  for  the  evaluation  of  PSRO  activities M  This 
was  a  demonstration  of  the  efficacy  of  utilization  rates,  compared  with 
institutional  indicators  such  as  ALOS  and  cost  per  case.  Age-adjusted 
rates  of  utilization  are  shown  to  be  better  predictors  of  resource  use  per 
capita.    Per  capita  rates  calculated  by  community  rather  than  an  entire  state 
are  shown  to  be  strong  indicators  of  over  and  under  utilization  and,  thus, 
the  effects  of  suppliers  in  influencing  the  amount  and  type  of  services 
demanded. 
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7.    The  Current  OPEL  Evaluation  Approach 

This  section  provides  a  brief  overview  of  the  OPEL  approach  to  eke 

PSRO  evaluation  including  the  set  of  empirical  studies  comprising  the 
evaluation,  the  relationships  among  the  studies,  and  the  methods  used  to 
integrate  the  results  of  those  efforts.    There  is  also  a  limited  dis- 
cussion of  methodology  and  data  aspects  of  the  evaluation.  However, 
specific  information  concerning  the  data  bases,  sampling  techniques,  and 
methodologies  are  presented  in  the  individual  study  volumes  that  follow. 
In  addition  to  the  analytical  studies  presented  below,  factual  information 
concerning  the  development  and  current  status  of  the  PSRO  program  and  the 
actual  "mechanics"  of  PSRO  review  was  gathered  to  provide  an  operational 
context.    This  contextual  material  is  not  discussed  further  in  this  section. 

The  OPEL  evaluation,  while  still  subject  to  some  data  limitations, 
overcomes  many  of  the  problems  experienced  with  the  evaluations  of 
earlier  review  programs.    The  early  evaluation  efforts  were  often  of 
limited  scope  with  resulting  limitations  on  the  value  of  the  results. 
The  OPEL  effort  is  the  most  comprehensive  review  program  evaluation  to 
date.    All  feasible  data  sources  were  utilized.    Where  early  evaluations 
were  weak  on  measures  of  utilization,  this  evaluation  has  employed  all 
the  commonly  accepted  measures  of  utilization  and  provides  the  first 
significant  cost  surveys. 

7  1     Overall  Study  Design 

PSRO  was  preceded  by  a  review  program  that  was  deeded  to  be  inadequate 
as  a  control  mechanic  for  the  Federal  governor's  health  care  financing 
program.    The  PSRO  law  was  passed  in  order  to  better  control  costs  and 
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assure  the  quality  of  care  rendered.    Consequently,  a  major  portion  of 
the  evaluation  was  aimed  at  assessing  the  impact  of  the  program  on  utili- 
zation and  quality.    In  order  to  interpret  this  perceived  impact,  it  was 
also  necessary  to  assess  the  costs  incurred  in  achieving  those  results. 

7.1.1    Cost  Studies 

Two  types  of  cost  studies  were  performed:     (a)  those  involving 
PSROs  and  (b)  those  involving  antecedent  forms  of  review.     In  both 
instances,  national  annual  estimates  for  calendar  year  1976  was  developed. 
A  major  objective  of  performing  these  studies  was  to  compare  PSRO  review 
cost  estimates  to  those  for  antecedent  forms  of  work  thus  generating  an 
estimate  of  incremental  costs  associated  with  PSRO.    A  second  objective 
involved  determining  the  extent  to  which  costs  associated  with  antecedent 
review  were  offset  by  savings  resulting  from  the  introduction  of  the  PSRO 
program.    Determining  these  costs  would  then  assist  in  evaluating  any 
•utilization  or  quality  differences  between  PSRO  and  its  antecedents. 

PSRO  Costs  were  surveyed  under  two  categories  of  review  operations: 
(1)  PSRO  delegated  review  activities  performed  by  hospitals  ar»d  (2)  non- 
delegated  review  and  administrative  activities  of  PSROs.    Analyses  of 
antecedent  forms  of  review  involved  determining  the  costs  of  those  functions 
performed  by  Medicare  intermediaries  and  Medicaid  State  agencies  (or  their 
fiscal  agents)  aimed  at  assuring  the  appropriateness  of  hospital  level 
of  care  and  medical  necessity  of  services.    For  the  most  part,  these 
functions  involve  screening  procedures  performed  as  part  of  the  overall 
processing  of  a  claim.    Also  included  in  this  set  of  analyses  was  the 
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study  of  costs  associated  with  hospital-based  utilization  review  as 
mandated  in  the  Medicare  statute  (P.L.  89-97)  and  associated  regulations 
(Medicare  Conditions  of  Participation  for  Hospitals). 

7.1.2    Utilization  Studies 

The  evaluation  of  PSRO  effects  on  utilization  had  two  basic 
objectives:     (1)  to  determine  whether  PSRO  concurrent  review  and  related 
activities  have  reduced  unnecessary  or  inappropriate  use  of  hospital 
resources  and  (2)  to  assess  the  actual  and  potential  impact  of  PSRO 
utilization  control  activities  in  moderating  the  rate  of  increase  in 
Federal  health  care  expenditures.    Hospital  discharge  abstract  data  and 
Medicare  hospital  utilization  data  were  analyzed  to  accomplish  these 
objectives. 

The  hospital  discharge  abstract  analysis  was  performed  to  deter- 
mine the  effects  of  PSRO  (concurrent  review)  upon  the  characteristics 
of  Medicare  and  Medicaid  hospitalized  patients  in  a  sample  of  hospitals. 
Primary  characteristics  examined  were  those  associated  with  length  of 
stay,  case  mix,  and  severity  of  illness.    The  analysis  of  Medicare 
utilization  rates  was  performed  primarily  to  assess  the  impact  of  con- 
current review  activities  upon  the  overall  volume  of  hospital  days  utilized 
by  Medicare  beneficiaries. 

7.1.3    Quality  Studies 

A  concerted  effort  was  made  to  assess  PSRO  impact  upon  quality  of 
care  through  analyzing  PSRO-conducted  medical  care  evaluation  (MCE) 
studies.    The  analyses  of  the  PSRO  program,  thus  far,  has  been  upon 
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implementation  of  concurrent  review  in  hospitals;  relative  emphasis  ou 
MCE  implementation  has  been  secondary.    As  a  consequence,  little 
information  wrs  available  concerning  the  outcomes  of  MCEs  at  the  time  of 
the  study.    Data  derived  from  the  PSRO  Management  Information  System  (PMIS) 
were  used  to  describe  the  types  of  MCEs  being  performed  in  terms  of 
topic  selection. 

In  performing  these  utilization  studies,  the  data  were  assembled 
for  all  hospitals  and  PSRO  areas  which  were  felt  to  possess  enough 
substantial  experience  to  have  a  potential  effect  on  the  utilization 
variables.    In  order  to  obtain  background  material  to  assist  in  under- 
standing the  operational  and  environmental  factors  involved,  in-depth 
case  studies  were  involved. 

7.1.4    Study  Integration 

The  results  of  the  cost  and  the  Medicare  rate  analyses  were 
integrated  (compared)  at  two  geographic  levels:     (a)  individual  PSRO 
areas  and  (b)  aggregated  for  all  "active"  PSRO  areas  from  which  Medicare 
rate  data  were  derived.    Medicare  rate  data  (expressed  in  terms  of  hospital 
days  per  thousand  enrolled)  were,  in  turn,  associated  with  per  diem 
charge  data  to  derive  the  value  >f  a  hospital  day  "saved"  through  PSRO 
concurrent  review.    By  associating  incremental  costs  data  to  estimated 
changes'  in  hospital  expenditures,  a  limited  set  of  cost-benefit  calculations 
were  able  to  be  performed. 

7.2    Data  Gathering 

A  total  of  twenty-six  active  areas  were  identified  for  a  preliminary 
analysis  of  the  Medicare  rate  data.    These  areas,  taken  as  a  group, 


159 


represent  a  limited  universe  for  which  review  costs  and  benefits  were 
compared.    A  subset  of  six  of  these  twenty-six  areas  was  also  selected 
for  in-depth  case  study  analyses.    Field  trips  to  each  of  the  case  study 
areas  were  made  to  collect  detailed  information  concerning  the  nature  of 
the  PSRO  review  process,  the  developmental  history  of  the  PSRO,  and  a  wide 
variety  of  environmental  and  local  health  system  factors  that  could 
iopinge  upon  hospital  utilization  in  these  areas.     This  information, 
in  turn,  was  used  to  explain  how  review  costs  in  these  areas  were  being 
expended  and  to  explain  the  relative  influence  of  PSRO  review  upon 
hospital  utilization  vis  a  vis  other  potential  causal  factors. 

To  improve  the  cost-benefit  comparisons,  cost  study  sites  were  chosen, 
for  the  most  part  from  the  twenty-six  active  areas  referred  to  above. 
Further,  cost  study  sites  were  selected  such  that  data  from  each  of  those 
studies  were  available  for  all  the  case  study  PSRO  areas. 

Some  exceptions  to  this  general  principle  were  made  to  maintain  a 
reasonably  even  distribution  of  cost  study  sites  across  the  nation. 
Additionally,  with  respect  to  the  selection  of  Medicare  intermediary  and 

uk  placed  upon  choosing  those  with 
Medicaid  State  agency  sites,  emphasis  was  placeu  up 

i  crtmo  l  ow  volume  intermediaries 

relatively  high  claims  volumes  although  some  low  vol 

were  included  for  representativeness.    These  factors  were  taken  into 
account  in  order  to  provide  reliable  national  cost  estimates  of  each  of 
the  review  processes  studied,  considered  independently  from  the  limited 
cost-benefit  approach  outlined  above. 

I,  should  he  noted  that  it  was  not  possible  to  perform  a  statistically 
valid  probability  sample  of  the  ultimate  universe  of  PSRO  areas  (represent- 
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ative  of  the  nation).    Consequently,  caution  must  be  exercised  in  formulating 
inferences  beyond  the  1976  data.    For  1976,  the  twenty-six  areas  studied 
comprise  all  the  available  areas  for  that  time  period  which  met  study 
requirements.    There  are  already  many  more  PSROs  implemented  at  the  same 
level  as  the  twenty-six  study  sites.    Similarly,  the  sample  of  hospitals 
chosen  for  inclusion  in  the  analysis  of  hospital  discharge  abstract  data 
is  not  statistically  representative  of  all  the  nation's  hospitals, 
inferences  from  this  data  base  should  be  confined  to  hospitals  participating 
in  the  hospital  discharge  abstract  services  utilized  for  the  study. 
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APPENDIX 

Text  of  the  PSRO  Amendment  and  Summary  of  the  Major  Provisions 
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PSEO  Law— PX.  92-803 


Public  Law  92-603 
92nd  Congress,  H.  R.  1 
October  30,  1972 

&  Set 


86  ST'T.  1329 


T<i milt-nil  Hit-  Sc«-I:il  Smirlty  Act.  nml  fur  «tli«T  lmriMist*. 

Be  it  en.u  ted  bi/  the  Sen.ite  ami  House  of  Repirtentuthrs  of  the 
United  State*  of  America  in  (,<o,ujn-*8  mvmbM,  Thatthis  Art,  with  ^^Ij!^ 
the  following  tnble  of  contents,  mny  be  cited  sis  the  "Social  tenuity  ™«™"tn™ 
Amendments  of  1072". 

"TITLE  XI— GENERAL  PROVISIONS" 
and  inserting  in  lieu  thereof 

"TITLE  XI — GENERAL  PROVISIONS  AND 
PROFESSIONAL  STANDARDS  REVIEW 

"Part  A— General  Provisions'' 
(b)  Title  XI  of  such  Act  is  further  amended  by  adding  the 
following: 

"Part  B— Professional  Standards  Review 

"declaration  or  ruRrosE 

"Sec  1151  In  order  to  promote  the  effective,  efficient,  and  economi- 
cal delivery  of  health  care  services  of  proper  quality  for  winch  pay- 
ment  may  be  made  (in  whole  or  in  part)  under  this  Art  and  in 
™K  of  the  interests  of  patients,  the  public .  practitioner,  and 
Sclera  in  improved  health  care  serv.ccs,  it  is  the  purpose  of  this 
nart  to  assure  through  the  application  of  suitable  procedures  of  pro- 
SSonal  standards  review,  that  the  services  for  which  payment  may 
bTmade  under  the  Social  Security  Act  will  conform  to  appropriate 
proTesfional  standards  for  the  provision  of  health  care  and  that  pay- 
ment for  such  services  will  be  made- 
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Pub.  Law  92-603  October  30,  1972 

"(1)  .only  when,  and  to  the  extent,  medically  necessary,  os 
determined  in  the  exercise  of  reasonable  limits  of  professional 
discretion;  and 

"(2)  in  the  case  of  services  provided  by  a  hospital  or  other 
health  care  facility  on  an  inpatient  basis,  only  when  and  for  such 
period  a3  such  services  cannot,  consistent  with  professionally 
recognized  health  care  standards,  effectively  be  provided  on  an 
outpatient  basis  or  more  economically  in  an  inpatient  health  care 
facility  of  a  different  type,  as  determined  in  the  exercisa  of  rea- 
sonable limits  of  professional  discretion. 

"DESIGNATION  OF  PROFESSIONAL  STANDARD3  REVIEW  ORGANIZATIONS 

"Sec.  11.V2.  (a)  The  Secretary  shall  (1)  not  later  than  January  1, 
1071,  establish  throughout  the  I'nited  States  appropriate  areas  with 
respect  to  which  Professional  Standards  Review  Organizations  may 
be  designated,  and  (2)  at  the  earliest  practicable  date  after  designation 
of  an  area  enter  into  an  agreement  with  a  qualified  organization 
whereby  such  an  organization  shall  be  conditionally  designated  as 
the  Professional  Standards  Review  Organization  for  such  area.  If,  on 
the  basis  of  its  performance  during  such  period  of  conditional  desig- 
nation, the  Secretary  determines  that  such,  organization  is  capable  of 
fulfilling,  in  a  satisfactory  manner,  the  obligations  and  requirements 
for  a  Professional  Standards  Review  Organization  under  this  part, 
he  shall  enter  into  an  agreement  with  such  organization  designating 
it  as  the  Professional  Standards  Review  Organization  for^such  area. 

"(b)  For  purposes  of  subsection  (a),  the  term  'qualified  organiza- 
tion'means— 

"(1)  when  used  in  connection  with  any  area— 

"(A)  an  organization  (i)  which  is  a  nonprofit  professional 
association  (or  a  component  organization  thereof),  (ii)  which 
is  composed  of  licensed  doctors  of  medicine  or  osteopathy 
engaged  in  the  practice  of  medicine  or  surgery  in  such  area, 
(iii)  the  membership  of  which  includes  a  substantial  propor- 
tion of  all  such  physicians  in  such  area,  (iv)  which  is  orga- 
nized in  a  manner'which  makes  available  professional  ■-oin- 
petence  to  review  health  care  services  of  the  types  and  kinds 
with  respect  to  which  Professional  Standards  Review  Orga- 
nizations have  review  responsibilities  under  this  part,  (v)  the 
membership  of  which  is  voluntary  and  open  to  all  doctors  of 
medicine  or  osteopathy  licensed  to  engage  in  the  practice  of 
medicine  or  surgery  in  such  area  without  requirement  of 
membership  in  or  payment  of  dues  to  any  organized  medical 
society  or  associatiun.  and  (vi)  which  does  not  restrict  the 
eligibility  of  anv  member  for  service  as  an  officer  of  the  Pro- 
fessional Standards  Review  Organization  or  eligibility  for 
and  assignment  to  duties  of  such  Professional  Standards  Re- 
view Organization,  or.  subject  to  subsection  (c)  (i), 

"(B)  such  other  public,  nonprofit  private,  or  other  agency 
or  organization,  which  the  Secretary  determines,  in  accord- 
ance with  criteria  prescribed  by  him  in  regulations,  to  be  of 
professional  competence  and  otherwise  suitable;  and 
"(2)  an  organization  which  the  Secretary,  on  the  basis  of  his 
examination  and  evaluation  of  a  formal  plan  submitted  to  him  by 
tiie  association,  agency,  or  organization  (as  well  as  on  the  basis 
of  other  relevant  data  and  information),  finds  to  be  willing  to 
perform  and  capable  of  performing,  in  an  effective,  timely,  and 
objective  manner  and  at  reasonable  cost,  the  duties,  functions,  and 
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activities  of  n  Professional  Standards  Review  Organization 
required  by  or  pursuant  to  this  part. 
"(c)  (1)  Tlie  Secretary  shall  not  enter  into  any  agreement  under  this 
part  under  which  there  is  designated  ns  the  Professional  Standards 
Review  Organization  for  any  area  any  organization  other  than  an 
organization  referred  to  in  subsection  (b)  (1)  (A)  prior  to  January 
1,197«  ,  nor  after  such  date,  unless,  in  such  area,  there  is  no  organization 
referred  to  in  subsection  (b)(1)(A)  which  meets  the  conditions 
specified  in  subsection  (b)  (2). 

"(2)  Whenever  the  Secretary  shall  have  entered  into  an  agreement 
under  this  part  under  which  t*he;e  is  designated  as  the  Professional 
Standards  Review  Organization  for  any  area  any  organization  other 
than  an  organization  referred  to  in  subsection  (b)  (1)  (A),  he  shall  not 
renew  such  agreements  with  such  organization  if  he  determines  that — 
"(A)  there  is  in  such  area  an  organization  referred  to  in  sub- 
section (b)(1)(A)  which  (t)  has  not  been  previously  designated 
as  a  Professional  Standards  Review  Organization,"  and  (ii)  is 
willing  to  enter  into  an  agreement  under  this  part  under  which 
such  organization  would  be  designated  as  the.  Professional  Stand- 
ards Review  Organization  for  such  area; 

"(11)  such  organization  meets  the  conditions  specified  in  sub- 
section (b) (2) ; and 

"(C)  the  designation  of  such  organization  as  the  Professional 
Standards  Review  Organization  for  such  area  is  anticipated  to 
result  in  substantial  improvement  in  the  performance  in  such 
area  of  the  duties  and  functions  required  of  such  organizations 
under  this  part. 

"(d)  Any  such  agreement  under  this  part  with  an  organization  Agreiiswit  expl- 
ainer than  an  agreement  established  pursuant  to  section  1151)  shall  ration,  ?rlor 
bo  for  a  term  of  12  months;  except  that,  prior  to  the  expiration  of  *t.nsiM,tl*n. 
such  term  such  agreement  may  be  terminated—  p>  l432« 

"(1)  by  the  organization  at  such  time  end  upon  such  notice 
to  the  Secretary  as  may  be  prescribed  in  regulations  (except  that 
notice  of  more  than  3  months  may  not  be  required) :  or 

"(2)  by  the  Secretary  at  such  time  and  upon  such  reasonable 
notice  to  the  organization  as  may  be  prescribed  in  regulations, 
but  only  after  the  Secretary  has  determined  (after  providing 
such  organization  with  an  opportunity  for  a  formal  hearing  on 
the  matter)  that  such  organization  is  not  substantially  complying 
with  or  effectively  carrying  out  the  provisions  of  such  agreement. 
"(c)  In  order  to  avoid  duplication  of  functions  and  unnecessary  '-'aiver. 
review  and  control  activities,  the  Secretary  is  authorized  to  waive  any 
or  all  of  the.  review,  certification,  or  similar  activities  otherwise 
required  under  or  pursuant  to  any  provision  of  this  Act  (other  than 
this  part)  where  he  finds,  on  the  basis  of  substantial  evidence  of  the 
effective  performance  of  review  and  control  activities  by  Professional 
Standards  Review  Organizations,  that  the  review,  certification,  and 
similar  activities  otherwise  so  required  arc  not  needed  for  the  pro- 
vision of  adequate  review  and  control. 

"(f)  (1 )  In  the  case  of  agreements  entered  into  prior  to  January  1,  A«r»enent 
1076.  under  this  pirf  under  which  any  orgairization  is  designated  as  'otict. 
the  Professional  Standards  Review  Organization  for  any  area,  the 
Secretary  shall,  prior  to  entering  into  any  such  agreement  with  any 
organization  for  any  area,  inform  (under  regulations  of  the  Secretary) 
the.  d.vtoi-s  of  medicine,  or  osteopathy  who  are  in  active  practice  in 
•surli  aira  of  t tip  Secretary's  intention  to  enter  into  such  an  agreement 
with  such  organization. 
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Plan,  approval. 


Duties. 


Te  ml  nation, 
notice. 


••(■">)  If  within  a  reasonable  ncriod  of  time  following the  serving of 
such  notice,  more  than  10  per'ecmum  nf  such  doctors  object  to  the 
Secretary's  entering  into  such  an  agreement  with  such  organization 
on  the  ground  that  such  orga  .ization  is  not  representative. of  doct-  rs 
in  such  area,  the  secretary  shall  conduct  a  poll  of  such  doctors  to  deter- 
mine whether  or  not  such  organization  is  representative  of  sue.,  doctors 
in  such  area.  If  more  than  M  per  centum  of  the  doctors  responding  to 
such  poll  indicate  that  such  organization  is  not  representative  of  sucli 
doctors  in  such  area  the  Secretary  shall  not  enter  into  such  an  agree- 
ment with  such  organization. 

"REVIEW  TENDING  DESIGNATION  OF  PROFESSIONAL  STANDARDS 
REVIEW  ORGANIZATION 

"Sic.  113.1.  Pending  the  assumption  bv  a  Professional  Standards 
Review  Organization  for  any  area,  of  full  review  responsibility,  and 
pending  a  demonstration  of  capacity  for  unproved  review  etfoit  witn 
respect  to  matters  involving  the  provision  of  health  care  services  m 
such  area  for  which  pavment  (in  whole  or  in  part)  may  be  made, under 
this  Vet.  any  review  with  respect  to  such  services  which  has  not  been 
dcst<Wed  by  the  Secretary  as  the  full  responsibility  of  such  organiza- 
tioi»r shall  be  rcviewrd  in  the  winner  otherwise  provided  for  unaer 
law. 

"trial  reniOD  for  rnoixssioNAL  standards  review  organizations 

"Skc  1154.  (a)  The  Secretary  shall  initiallv  designate  an  organiza- 
tion as  a  Professional  Standards  Review  Organization  for  any  area 
on  a  conditional  basis  with  a  view  to  determining  the  capacity  of  such 
organization  to  perform  the  duties  and  functions  imposed  under  this 
part  on  Professional  Standards  Review  Organizations.  Such  designa- 
tion mav  not  be  made  prior  to  receipt  from  such  organization  and 
approval  bv  the  Secretary  of  a  formal  plan  for  the  orderly  assump- 
tion and  implementation  of  the  responsibilities  oi  the  Professional 
Standards  Review  Organization  under  tins  part. 

"(b)  During  any  such  trial  period  (which  may  not  exceed .24 
months;,  the  Secretary  may  require  a  Professional  Standards  Review 
Organization  to  perform  onlv  such  of  the  duties  and  functiors  required 
unfer  this  part  of  Professional  Standards  Review  Organization  as 
he  determines  such  organization  to  be  capable  of  performing.  The 
fmmber™  d  type  of  such  duties  shall,  during  the  tnal  pcrioi.  bg 
progressively  mcteascd  as  the  organizat.  m  becomes  capable  of  added 
So  bilitv  so  that,  bv  the  end  of  si..",  period,  such  organization 
s?aK  considered  a  qualified  organization  only  if  the  Secretary  finds 
t  a  it  is  substantially  carrying  out  in  a  satisfactory  manner,  the 
activities  and  functions  required  of  Profession*  ^^"""gj 
Organizations  under  this  part  with  respect  to  the  review  of  health 
S«sSKpfSl  or  ordered  by  physicians  and  other  practitioners 
adSSal  and  other  health  care  facilities,  W*^*  "ft 
nizations.  Anv  of  such  duties  and  functions  not  performed  b)  su«.h 
SSion  during  such  period  shall  be  performed  in  the  manner  and 
to  the  extent  otherwise  provided  for  under  la*.  .  Vt-„au„ 

"(c)  Any  agreement  under  which  any  organization  is  conditionally 
designate  as  the  Professional  Standards  Review  Organization  for  any 
area  may  be  terminated  by  such  organization  upon  30  days  notice  to 
the  Secretary  or  by  the  Secretary  upon  '.0  days  notice  to  such 
organization. 
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"DITTIES  AND  FUNCTIONS  OF  PROFESSIONAL  STANDARDS  REVIEW 
ORGANIZATIONS 

««;rr  1155  fa}  (\)  Notwithstanding  any  other  provision  of  law.  but 

visions  of  subsection  <g))  be  the  duty  and  func  .on  of  each  I  ro.es 
sional  Standards  Review  Organization  for  any  area  to  assume,  at  uie 
a  nltiatrpracUcable,  responsibility  for  the  J^^Pgj 
sioual  activities  in  such  area  of  physicians  and  other  health  MPW 
t tionere  and  institutional  and  nomnstitut tonal  pwvidert  oM«ahh 
care  services  in  the.  provision  of  health  care  services  and  items  tor 
STavment  may  be  made  (in-whole  or  in  part)  under  this  Act  for 
the  purpose  of  determining  whether—  j;„„ti„ 

"(  \)  such  services  and  items  are  or  were  medically  necessary, 
"(ii)  the  quality  of  such  services  meets  professionally  recog- 
nized stai.:lards  of"  health  care;  and  nrnn_„(i  to  be  nr0- 
"(C)  in  case  such  services  and  items  are  proposed  to  oe  pro 
vided  h  a  hoVpital  or  other  health  care  facility,  on  an  inpatient 
basis  such  semen  and  items  could,  consistent  with  the  provision 
of  appropriate  medical  care,  be  effectively,  proved  on  an  out- 
patient  basis  or  more  economically  in.  an  inpatient  health  tare 

4)C Sc^PrSSSdards  Review  Organization  *rt  have- 

anv  other  health  care  service  which  will  consist  of 
extended  or  costly  courses  of  treatment,  ,    .  ltt, 

whether  such  service,  if  provided,  or  if  provided  by  a  particular  health 
* SS  or  by  a  particular 'hospital  or  other  health  care 
faci!itP"orSaniZation,  or  agency,  would  meet  the  criteria  specified  in 
clauses  (A)  and  (C)  of  paragraph  (1).      ,  .  ,  ,,  .    -  0rt*.erta, 

"(3)  Each  Professional  Standards  Review  Organization  shal  .  hi  Ja» 
accordance  virh  regulations  of  the  Secretary,  determine  and  publish.  P" 
from  iime  to  ume,  the  tvpes  and  kinds  of  cases  (whether  by  type  of 
I Sth^re  or  diagnosis  involved,  or  whether  in  terms  of  other  re  e- 
S criteria  relating  to  the  provision  of  health  care  services)  with 
MMet  to  which  such  organization  will,  in  order  most  effectively  to 
carry  on?  the  purposes  of  this  part,  exercise  the  authority  conferred 

"^^SVrof^l(l!a;ida,ds  Review  Organization  shall  be 

responsible  for  the  arranging  for  the  maintenance  of  and  the  regu  u 

review  of  profiles  of  care  and  services  received  and  provided  with 

respect  to  patients,  utilizing  to  the  greatest  extent  practicable  n  such 

muent  profiles,  methods  of  coding  which  wi  1  provide  maximum  con- 

KitMitv"   to  patient  identity  and  assure  objective  evaluation  con- 

6  stent  w  th  the  purposes  of  this  part.  Profiles  shal'  also  be  regularly 

reviewed  on  an  ingoing  basis  with  respect  to  each  health  care  prac- 

KTer and  provicler  to  determine  whether  the  care  and  services 

ordered  or  rendered  are  consistent  with  the  criteria  specified  in  clauses 

(A).(B),and  (C)  of  paragraph  W-  .      .  .  ho<.n-ltaj  Hospital  oare, 

V  «(5)  Phvsicians  assigned  responsibility  for  the  review  Mjn«F c*   prolan  rt- 

care  may  be  onlv  those  ha.-ing  active  hospital  staff  pri uleges  W  at  i 

W  one  of  the  participating  hospitals  in  the  area  served  by  the  I  ro- 

fclsional  Standards  Review  Organization  and  (except  as  may  be  other- 

S  o'  ided  under  subsection  (el  (1)  of  this  section)  such  phys emiii 

ordinarilv  should  not  be  responsible  for,  but  may  participate  in  ti  c 

review  of  care  and  services 'provided  in  any  hospital  in  which  such 

.physicians  have  RCtive  staff  privileges. 
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"(6)  Xo  physician  slmll  bo  permitted  to  review— 

"(A)  health  caro  services  provided  to  a  patient  if  ha  wa3 
directly  or  indirectly  involved  in  providing  such  services,  or 

"(B)  health  cans"  services  provided  in  or  by  an  institution, 
organization,  or  agency,  if  he  or  any  member  of  his  family  has, 
directly  or  indirectly, "any  financial  interest  in  such  institution, 
organization,  or  agency.  .  ,. 

PtysloUn'?  For  purposes  of  this  paragraph,  a  physician's  family  induces  only  his 
family.  spouse  (other  than  a  spouse  who  is  legally  separated  from  him  unaer 

a  decree  of  divorce  or  separate  maintenance),  children  (including 
legally  adopted  children),  grandchildren,  parents,  and  grandparents. 

°  (b)  To  the  extent  necessary  or  appropriate  for  the  proper  perform- 
ance of  its  duties  and  functions,  the  Professional  Standards  Review 
Organization  serving  any  area  is  authorized  in  accordance  with  regu- 
lations prescribed  bv  the  Secretary  to — 

"(1)  make  arrangements  to  utilize  the  services  of  persons  who 
are  practitioners  o£  or  specialists  in  the  various  areas  of  medicine 
(including  dentist rv) ,  or  other  types  of  health  care,  which  persons 
shall,  to  the  maximum  extent  practicable,  bo  individuals  engaged 
in  the  practice  of  their  profession  within  the  area  served  by  such 
organization;  ». 

"(2)  undertake  such  professional  inquiry  either  before  or  after, 
or  both  before  and  after,  the  provision  of  services  with  respect  to 
which  such  organization  has  a  responsibility  for  review  under 
subsection  (a)  (1) ; 

"(3)  examine  the  pertinent  records  of  any  practitioner  or  pro- 
vider of  health  care  services  providing  services  with  respect  to 
which  such  organization  has  a  responsibility  for  review  under 
subsection  (a)  (1) ;  and 

"(1)  inspect  the  facilities  in  which  care  is  rendered  or  services 
provided  (which  are  located  in  such  area)  of  any  practitioner  or 
provider.  , 
u(c)  No  Professional  Standards  Review  Organization  shall  utilize 
the  services  of  any  individual  who  is  not  a  duly  licensed  doctor  of 
medicine-  or  osteopathy  to  make  final  determinations  in  accordance 
with  its  duties  and  functions  under  this  part  with  respect  to  the  pro- 
fessional  conduct  of  any  other  duly  licensed  doctor  of  medicine  or 
osteopathy,  or  any  act'performed 'by  any  duly  licensed  doctor  of 
medicine  or  osteopathv  in  the  exercise  of  his  profession. 

u(d)  In  order  to  fa'mUiarizc  physicians  with  the  review  function? 
and  activities  of  Professional  Standards  Review  Organizations  and  to 
promote  acceptance  of  such  functions  and  activities  by  physicians^ 

Satients,  and  other  persons,  each  Professional  Standards  Review 
lganization,  in  carrying  out  its  review  responsibilities,  shall  (to 
tho"maximum  extent  consistent  with  the  effective  and  timely  perform- 
ance of  its  duties  and  functions) —         ^        _  _ 

"(1)  encourage  all  physicians  practicing  their  profession  in  the 
urea  served  by  such  Organization  to  participate  as  reviewers  in 
the  review  activities  of  such  Organizations; 

"(2)  provide  rotating  physician  membership  of  review  com- 
mittees on  an  extensive  and  continuing  basis; 

"(3)  assure  that  membership  on  review  committees  have  the 
broadest  representation  feasible  in  terms  of  the  various  types  of 

Smctico  in  which  physicians  engage  in  the  area  served  by  such 
lganization;  and  .  ' 

"(4)  utilize,  whenever  appropriate,  medical  periodicals  and 
similar  publications  to  publicize  the  functions  and  activities  of 
Professional  Standards  Review  Organizations. 
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"(e)(1)  Ench  Professional  Standards  Review  Oi  ganization  shall  R«vi«w  oermlt* 
utilize  the  services  of,  and  accept  the  finding  of,  the  review  corn-  *«e*. 
mittocs  of  a  hospital  or  other  operating  health  caro  facility  or  orga- 
nization located  in  the  area  served  bv  such  organization,  but  only  when 
and  only  to  the  extent  and  only  for  such  time  that  such  committees  in 
such  hospital  or  other  operating  health  caro  facility  or  organization 
have  demonstrated  to  the  satisfaction  of  such  organization  their 
capacitv  effectively  and  in  timely  fashion  to  review  activities  in  such 
hospital  or  other  operating  health  care  facility  or  organization 
(including  the  medical  necessity  of  admissions,  types  and  extent  of 
services  ordered,  and  lengths  of  stay)  so  as  to  aid  in  accomplishing 
the  purposes  and  responsibilities  described  in  subsection  (a)  (1),  except 
where  the  Secretary  disapproves,  for  good  cause,  such  acceptance. 

"(2)  The  Secretary  may  prescribe  regulations  to  carry  out  the  pro-  Regulations, 
visions  of  this  subsection. 

"(f)(1)  An  agreement  entered  into  under  this  part  between  the  Agrecnert  re- 
Secretarv  and  any  organization  under  which  such  organization  is  quireaenta. 
designated  as  the  Professional  Standards  Review  Organization  for 
any  area  shall  provide  that  such  organization  will — 

"(A)  perform  such  duties  and  functions  and  assume  such 
responsibilities  and  comply  with  such  other  requirements  as  may 
be  required  by  this  part  or  under  regulations  of  the  Secretary 
promulgated  to  carry  out  the  provisions  of  this  part;  and 

"(B)  collect  such  data  relevant  to  its  functions  and  such  infor- 
mation and  keep  and  maintain  such  records  in  such  form  as 
the  Secretary  may  require  to  carry  out  the  purposes  of  this  part 
and  to  permit  access  to  and  use  of  any  such  records  as  the  Secre- 
tary may  require  for  such  purposes.  ; 
"(2)  Any  such  agreement  with  an  organization  under  this  part  shall 
provide  that  the  Secretary  make  payments  to  such  organization  equal 
to  the  amount  of  expenses  reasonably  and  necessarily  incurred,  a3 
determined  by  the  Secretary,  by  such  organization  in  carrying  out  or 
preparing  to  carry  out  the  duties  and  functions  required  by  such 
agreement.  .  , 

"(g)  Notwithstanding  anv  other  provision  of  this  part,  the  respon- 
sibility for  review  of  health  care  services  of  any  Professional 
Standards  Review  Organization  shall  be  the  review  of  health  care 
services  provided  by  or  in  institutions,  unless  such  Organization  snail 
have  made  a  request  to  the  Secretary  that  it  be  charged  with  the 
duty  and  function  of  reviewing  other  health  care  services  and  the 
Secretary  shall  have  approved  such  request. 

"norms  op  health  care  services  for  various  illnesses  on  HEALTH 

CONDITIONS 

"Sec.  1156.  (a)  Each  Professional  Standards  Review  Organization 
shall  apply  professionally  developed  norms  of  care,  diagnosis,  and 
treatment  based  upon  typical  patterns  of  practice  in  its  regions 
(including  typical  lengths-of-stay  for  institutional  care  by  age  and 
diagnosis)  as  principal  points  of  evaluation  and  review.  The  National 
Professional  Standards  Review  Council  and  the  Secretary  shall  pro- 
vide such  technical  assistance  to  the  organization  as  will  be  helpful 
in  utilizing  and  applying  such  norms  of  care,  diagnosis,  and  treatment. 
Where  theVtual  norms  of  care,  diagnosis,  and  treatment  in  a  Profes- 
sional Standards  Review  Organization  area  are  significantly  different 
from  professionally  developed  regional  norms  of  care,  diagnosis,  and 


1C9< 


r 


86S?.\7,  1415 


Pub.  Law  92-603 


October  30,  1972 

treatment  npproved  for  comparable  conditions,  the  Professional 
Standards  Review  Organization  concerned  shall  be  so  informed,  and 
in  the  event  that  appropriate  consultation  and  discussion  indicate 
reasonable  basis  for  usage  of  other  norms  in  the  area  concerned,  the 
Professional  Standards  Review  Organization  may  apply  such  norms 
in  such  area  as  arc  approved  by  the  National  Professional  Standards 
Review  Council. 


"(b)  Such  norms  with  respect  to  treatment  for  particular  illnesses 
or  health  conditions  shall  include  (in  accordance  with  regulati 
the  Secretary) — 


of 


"(1)  "the  types  and  extent  of  the  health  care  services  which, 
taking  into  account  differing,  but  acceptable,  modes  of  treatment 
and  methods  of  organizing  and  delivering  care  are  considered 
within  the  ranee  of  appropriate  diagnosis  and  treatment  of  such 
illness  or  health  condition,  consistent  with  professionally  recog- 
nized and  accepted  patterns  of  care ; 

"(2)  the  type  of  health  care  facility  which  is  considered,  con- 
sistent with  such  standards,  to  be  the  type  in  which  health  care 
services  which  are  medically  appropriate  for  such  illness  or  condi- 
tion can  most,  economically  be  provided. 
Preparation  end     "(c)  (1)  The  National  Professional  Standards  Review  Council  shall 
dintributica  of  provide  for  the  preparation  and  distribution,  to  each  Professional 
data.  ijtandard3  Review  Organization  and  to  each  other  agency  or  person 

performing  review  functions  with  respect  to  the  provision  of  health 
care  ser/ices  under  this  Act,  of  appropriate  materials  indicating  the 
regional  norms  to  bo  utilised  pursuant  to  this  part.  Such  data  concern- 
ing norms  shall  be  reviewed  and  revised  from  time  to  time.  The 
approval  of  the  National  Professional  Standards  Review  Council  of 
norms  of  care,  diagnosis,  and  treatment  shall  be  based  on  its  analysis  of 
appropriate  and  adequate  data. 

"(2)  Each  review  organization,  agency,  or  person  referred  to  in 
paragraph  (1)  shall  utilize  the  norms  developed  under  this  section  as 
a  principal  point  of  evaluation  and  review  for  determining,  with  respect 
to  any  health  care  services  which  have  been  or  are  proposed  to  be  pro- 
vided, whether  such  care  and  services  are  consistent  with  the  criteria 
specified  insection  1155(a)  (1).  _ 
"(d)  (1)  Each  Professional  Standards  Review  Organization  shall — 
"(A)  in  accordance  with  regulations  of  the  Secretary,  specify 
the  appropriate  points  in  time  after  the  admission  of  a  patient  for 
inpatient  care  in  a  health  care  institution,  at  which  the  physician 
attending  such  patient  shall  execute  a  certification  stating  that 
further  inpatient  care  in  such  institution  will  be  medically  neces- 
sary effectively  to  meet  the  health  care  needs  of  such  patient;  and 
"(B)  require  that  there  bo  included  in  any  such  certification 
with  respect  to  any  patient  such  information  as  may  be  necessary 
to  enable  such  organization  properly  to  evaluate  the  medical 
necessity  of  the  further  institutional  health  care  recommended  by 
the  physician  executing  such  certification. 
"(2)  Tho  points  in  time  at  which  any  such  certification  will  be 
required  (usually,  not  later  than  the  50th  percentile  of  lengths-of-stay 
for  patients  in  similar  ago  groups  with  similar  diagnoses)  shall  be 
consistent  with  and  based  on  professionally  developed  norms  of  care 
and  treatment  and  data  developed  with  respect  to  length  of  stay  m 
health  care  institutions  of  patients  having  various  illnesses,  injuries, 
or  health  conditions,  and  requiring  various  types  of  health  care  serv- 
ices or  procedures. 


Ant»,  p.  1433. 
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"SCBMISSION  OF  EEL-CRTS  BY  PROFT.SIONAI.  STANDARDS  REVIEW 
ORGANIZATIONS 


"Sec.  1157.  If.  in  discharging  its  duties  and  functions  under  this 
part,  any  Professional  Standards  Review  Organization  determines 
that  anv  health  cars  practitioner  or  any  hospital,  or  other  hea!cb. 
care  facility,  agency,  or  organization  has  violated  any  of  the  obliga- 
tions imposed  by  section  1160,  such  organization  shall  report  the  £2S£>  P-  143a* 
matter  to  the  Statewide  Professional  Standards  Review  Council  for 
the  State  in  which  such  organization  is  located  together  with  the 
recommendations  of  such  Organization  as  to  the  action  which  should 
ba  taken  with  respect  to  the  matter.  Any  Statewide  Professional 
Standards  Review  Council  receiving  any  such  report  and  recom- 
mendation shall  review  the  same  and  promptly  transmit  such  report 
end  recommendation  to  the  Secretary  together  with  any  additional 
comments  or  recommendations  thereon  as  it  deems  appropriate.  The 
Secretary  may  utiles  a  Professional  Standards  Review  Organization, 
in  lieu  of  a  program  review  team  as  specified  in  sections  1862  and  1866,  79  Stat.  325} 
for  purposes  of  subparagraph  (C)  of  section  1362(d)(1)  and  sub-  81  S|g*£3||«; 
paragraph  (F)  of  saition  1366(b)  (2).  i395oe. 

Ante,  p.  1408, 

"REQUIREMENT  Or  REVTEV?  Ar-rnOVAL-  AS  CONDITION'  OF  FATMENT  OF  CLAIMS  Ajrii,  p.  1409. 

"Sec.  1158.  (a)  Except  as  provided  for  in  section  1159,  no  Federal 
funds  appropriated  under  any  title  of  this  Act  (other  than  title  V)  81  Stat*  921. 
for  the  provision  of  health  care  services  or  items  shall  bs  used  (directly  «  w  'Oi. 
or  indirectly)  for  the  payment,  under  such  title  or  any  program  estab- 
lished pursuant  thereto,  of  any  claim  for  the  provision  of  such  services 
or  items,  unless  the  Secretary,  pursuant  to  regulation  determines  thai 
the  claimant  is  without  fault  if —  ... 

"(1)  the  provision  0*  such  services  or  items  is  subject  to  renew- 
under  this  part  by  any  Professional  Standards  Review  Organiza- 
tion, or  other  agency;  and 

"(2)  such  organization  or  other  agency  ha<?,  in  the  proper  exer- 
cise of  its  duties  and  functions  under  or  consistent  with  the 
purposes  of  this  part,  disapproved  of  the  services  or  items  giving 
rise  to  such  claim,  and  h&3  notified  the  practitioner  or  piovider 
who  provided  or  proposed  to  provide  such  services  or  items  and 
the  individual  who  would  receive  or  was  proposed  to  receive  such 
services  or  items  of  its  disapproval  of  the  provision  of  such 
services  or  item3.  .  . 

"(b)  Whenever  any  Professional  Standards  Review  Organization, 
in  the  discharge  of  its  duties  and  functions  as  specified  by  or  pursuant 
to  this  part,  disapproves  of  any  health  care  services  or  items  furnished 
or  to  be  furnished  by  any  practitioner  or  provider,  such  organization 
shall,  after  notifying  the  practitioner,  provider,  or  other  organization 
or  agency  of  its  disapproval  in  accordance  with  subsection  (a), 
promptly  notify  the  agency  or  organization  having  responsibility  for 
acting  upon  claims  for  payment  for  or  on  account  of  such  services  or 
items. 

"hearings  and  review  bt  gecretart 

"Sec.  1159.  (a)  Any  beneficiarv  or  recipient  who  is  entitled  to  ben- 
efits under  this  Act  (other  than  title  V)  or  a  provider  or  practitioner 
who  is  dissatisfied  with  a  determination  with  respect  to  a  claim  made 
by  ft  Professional  Standards  Review  Organization  in  carrying  out  113 
responsibilities  for  the  review  of  professional  activities  in  Accordance 
with  paragraphs  (1)  and  (2)  ot  section  1155(a)  shall,  after  being  Ante,  p.  1433. 
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notified  of  such  determination,  be  entitled  to  a  reconsideration  thereof 
bv  So  rrofos ;  oncl  Standard's  Renew  Qr^uizntion  end,  where >  the 
Profoss  onal  Standards  Review  Organization  realhrms  sue h  deter 
Ktion  in  n  State  which  has  established  a  Statewide  Professional 
Xdar  1  Review  Council,  and  where  the  mutter  in controversy  19 
SIGOor more,  such  determination  shall  be  reviewed  by.  professional 
members  of  such  Council  and,  if  the  Council  so 

"(b)  Where,  the  determination  of  the  Statewide  Professional  Stan  t 
ards  Review  Council  is  adverse  to  the  beneficiary  or  recipient  (or,  m 
thfnten™  of  such  Council  in  a  State  and  where  the  matter  in  con- 
troversv  is  S100  or  more) .  such  beneficiary  or  recipient  shall.be  entitled 
SSin  thereon  bv  (he  Secretary  to  the  same  extent  as  is  provided 
53  stat.  1368.  °  section  205(b),  and,  where  the  amount  m ^"'^'In  af^uch 
42  use  405.  more  to  iudicial  rev  ew  of  the  Secretary  s  final  decision  alter  sucu 
Ens  as^  provided  in  section  205(g).  The  Secretary  m\l  render  a 
decision  only  after  appropriate  professional  consultation  on  the 

«(cV  Any  review  or  appeals  provided  urder  this  section  shall  be  in 
lieu  of  anv  review,  hearing,  or  appeal  under  this  Act  with  respect  to 
the  same  issue, 

"OBMGATIOSS  07  I1RALTI!  CABK  PRACTITIOSKRS  AND  rROVIDKRS  OP 

care  services;  sanctions  and  penalties;  hearings  and  rfaiew 

"Skc  1160  (a)(1)  It  shall  be  the  obligation  of  any  health  care 
practitioner  and'an  -  other  person  (including  a hc*p^ her  oth* 
health  caro  facility,  organization,  or  agency)  ^ho  pioudis Jieal tn 
care  sen-ices  for  which  payment  may  be  made  (in  whole  or  in  part 
under  this  Act,  to  assure  that  services  or  items  ordered  or  provided  b> 
such  practitioner  or  person  to  beneficiaries  and  recipients  under  this 

Act~  «(A)  wiU  be  provided  only  when,  and  to  the  extent,  medically 

will  he  of  a  quality  which  meets  professionally  recognized 

St  "(Q will U"uppo"ed:bvnedvidence  of  pucI,  medical  necessity 
and  mialitv  in  such  form  and  fashion  and  at  such  time  as  may 
reasorbkbe  renuired  bv  the  Professional  Standards  Renew 
Or«mni7a'tion  in  the  exercise  of  its  duties  and  responsibilities. 
'       and  it  shall  b/s  the  obligation  of  any  health  care  practitioner  in .order- 
SS?  «  Sizing,  directing  or  arranging  for  the  proven  by  any 
other  person  ( including  a  hospital  or  other  health  car^  facility,  orP  m- 
?Sn  or  rScncv),  of  health  care  services  for  anv  patient  of  such  prac- 
tTt  oner?  to^exeVcisc  his  professional  responsibility  with  a  view  to 
assuring  (to  the  extent  of  his  influence  or  .control  over  such  patiert, 
such  person,  or  the  provision  of  such  services)  that  such  services  cr 
items  will |  he  Prided-  ^  ^  ^  ^  ,y  .  ^ 

"(F)  will  be  of  a  quality  which  meets  professionally  recognized 

..(t'ShSh'c^ractitioner  and  each  Wta^ or  other 
provider  of  health  care  services,  shall  have  an  obligation,  within 

eTsonable  limits  of  professional  discretion,  not  to  take  an, ^action m 
the  exercise  of  his  profess  on    in  the  case  of  any  health  care  pmcti- 

ioner  ,  or  in  h,  conduct  of  its  business  (in  the  case  of  any  hospital  or 
other  suA  provider),  which  would  authome  any  individna  to  be 
admitted iasan  inpatient  in  or  to  continue  as  an  inpatient  in  any 
hospital  or  other  health  care  facility  unless— 
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«'(  U  inpatient  cue  is  determined  by  such  practitioner  and  l.y 
sucl  hos ft"  or  other  provider,  consistent  with  profcssioi  ally 
Sgnhfed health  care  standards,  to  be  medically  necessary  (or 
the  proper  care  of  such  individual ;  and  .  , 

«(B)  (i)  the  inpatient  cute  required  by  such  individual  ca  - 
not  consistent  with  such  standards,  be  provided  more  epanomi- 
cally  in  a  health  cave  facility  of  a  ditferent  type;  or 

fin  the  case  o£  a  patient  who  requires  caro  wn,cn  can, 
con  Sent  w  it  it  such  standard,,  bs  provided  more,  economically 
in    Si,  ca  o  facility  of  a  different  type)  there  is,  in  the  area 
n  whid  such  ndividual  is  located,  no  such  facility  or  no  such 
faciiitv  which  is  available  to  provide  care  to  such  individual  at 

with  the  practitioner  or  provider  concerned,  any  ^^^t 

ards  Review  Organisation  s^  1437. 

S^'S. JS"^ 2  JSt SZirt  t  ie  Stated  Professional 


organization  lias  review  rBF^"-;-,  "  "  " 

to  comply  with  any  obligation  imposed  on  him  under  subsection 
(R"(H)  by  grossly  and  flagrantly  violating  any  such  obligation 

public  K.iri  to  the  ppison  fur  iijl.int  t  lie  »»«   »"t  jfetira  will. 


79  Stuta  291o 


tary  may  require  tli.il  las  a  . ,       ,  hm\(h  care  services  on 

such  oract  t  oner  or  provider  to  provide  sucn  iicniui «.»  TTnited 

actual  or  ^^^^^"Sffi^S  may  be  deducted 
b?S  i"ni:ed  States  (or  any  instrumentality 
hereof )tr ™ ITe person  f  rim  whom  such  amount  is  claimed. 
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Establishment. 


Membership. 


Duties. 


"(4)  Anv  person  furnishing  services  described  in  paragraph  (1) 
who  is  dissatisfied  with  a  determination  made  by  the  Secretary  under 
this  subsection  shad  be  entitled  to  reasonable  notice  and  opportunity 
for  a  hearing  thereon  bv  the  Secretary  to  the  same  extent  rs  is  pro- 
vided in  section  203(b), "and  to  judicial  review  of  the  Secretary's  final 
decision  after  such  hearing  as  is  provided  in  section  '205(g).  _ 
"(c)  It  shall  be  the  duty  of  fft'h  Professional  Standards  Review 
(rcanization  and  each  Statewide  Professional  Standards  Review 


or  other!  .  dthcare  facility,  organization,  or  agency)  providing  health 
enre  services  in  the  area  served  by  such  review  organization,  in  assur- 
ing that  each  practitioner  or  provider  (referred  to  in  subsection  (a)  ; 
providing  health  care  services  in  such  area  shall  comply  with  all 
obligations  imposed  on  him  under  subsection  (a). 

"notice  to  practitioner  ofi  rr.ovinEit 

"Sec.  1161.  Whenever  any  Professional  Standards  Review  Organi- 
zation takes  anv  action  or  makes  anv  determination —  _  , 

"(a)  which  denies  anv  request,  by  a  health  care  practitioner  or 
other  provider  of  health  care  services,  for  approval  of  a  health 
care  service  or  item  proposed  to  be  ordered  or  provided  by  such 
practitioner  or  provider;  or  .  ,  , 

"(b)  that  any  such  practitioner  or  provider  has  violated  any 
obligation  imposed  on  such  practitioner  or  provider  under  section 

1160,  ,     L.  , 

such  organization  shall,  immediately  after  taking  such  action  or  mak- 
ing such  determination,  give  notice  to  such  practitioner  or  provider  of 
such  determination  and  the  basis  therefor,  and  shall  provide  him  with 
appropriate  opportunity  for  discussion  and  review  of  the  matter. 

"statewide  professional  standards  review  councils;  advisory  CROtrrs 
TO  seen  COUNCILS 

"Sec.  1102.  (a)  Tn  anv  State  in  which  there  arc  located  three  or  morn 
Professional  Standards  Review  Organizations,  the  Secretary  shall 
establish  a.  Statewide  Professional  Standards  Review  Council. 

"(b)  The  membership  of  any  such  Council  for  any  State  shall  be 
appointed  bv  the  Secretary  and  shall  consist  of—  _ 

"(l)"ono  representative  from  and  designated  by  eacn  1  roies- 
sional  Stan  lards  Review  Organization  in  the  State: 

"(2)  fou-  physicians,  two  of  whom  may  be  designateo.  by  the 
State  medical  society  and  two  of  whom  may  be  designated  by  tho 
State  hospital  association  of  such  State  to  serve  as  members  on 
such  Council ;  and  ,  _ 

"(3)  four  persons  knowledgeable  ill  health  care  from  such  Mate 
-whom  the  Secretary  shall  have  selected  as  represent-ativcs  of  tho 
public  in  such  State  (at  least  two  of  whom  shall  have  been  recom- 
mended for  membership  on  the  Council  by  the  Governor  of  such 

"(clh shall  be  the  dutv  and  function  of  the  Statewide  Professional 
Standards  Review  Council  for  anv  State,  in  accordance  with  regula- 
tions of  the  Secretary,  (1)  to  coordinate  the  activities  of,  and  dissemi- 
nate information  and  data  among  the  various  Professional  Standards 
Review  Organizations  within  such  State  including  assisting  the  Secrc- 
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tnrv  in  development  of  uniform  data  gathering  procedures  ffiflSi" 

^^^^^^^^^ 
or  aU  areas)  to  assure  efficient  operation  ana  objects e valuation of 
comparative'  performance  of  the  several  •«"»^ffiB£15*gaS 

P^SScre»fS»  —  ,Si  «— ■ 

,nv  such  Council  under  which  the  Secretary  shall  »»hpiP«" 

aVds  Review  Organizations  in  States  withou  such  Coun«M. 

«m  The  expenses  reasonably  and  necessarily  incurred. n> oeier  ? 
™;„«„J  hi  thP  Secretary,  bv  such  group  in  carrying  out  it  duties  ana 

Council  served  by  such  group. 

"RATIONAL  PROFESSIONAL  STANDARDS  UEV1EW  COUNCIL 

«e  »  11R9  Mm  TVre  shall  be  established  a  National  Profes-  Established; 
mended  bj  the  fcecretarj  to _5e  representing  practicing 


Reproduced  !rom  .  • 
best  3'  ./liable  copy.  \  _jf 


175 


14 


Pub.  Law  92-603 


Compensation. 


S  'JSC  5332 


Duties. 


Sepott  to 
Seoretary  and 
Confess  „ 


October  30,  1972 

S^cretarv  shall,  in  addition,  make  available  to  th»  Council ; ******* 
tarial.  clerical  and  other  assistance  and ^^^J^^S. 
bv  for  or  otherwise  ava  able  to,  the  Department  of  Health,  Liluca- 
^n.  and  Welfaro  as  the  Council  may  require  to  carry  out  its 

fH"(d)°  Members  of  the  Council,  while  serving  on  business .  of  <the 
Council,  shall  be  entitled  to  receive  compensation  at  a  rate .fixed  by 
«ie  Secretary  (but  not  in  excess  of  the  daily  rate  paid  under  G&-18 
of  the  General  Schedule  under  section  5332  of  title  5,  United  S  a  s 
Ccdc>  including  traveltme;  and  while  so  sunns  away  from ^  their 
homes  '£ Kgnlar  places  of  business,  they  may  be  allowed  travel 
expenses  incnTding  per  diem  in  lieu  of  subsistence,  as  authorized  by 
section  5703  of  title  5,  United  States  Code,  for  persons  ,n  Government 
service  employed  intermittently* 

"(e)  It  shaft  be  the  dutv  of  the  Council  to— 

v  '.i/.,   »l —  C,^n,hp»  in  the.  adml 


Statewide  Professional  atanaaius  n.cviu«  vjtoij.-  — -  -  ■-, 
feSonal  Standards  Review  Organizations  of ^  information  and 
d£ which  will  assist  such  review  councils  and  organizations  in 
rarrvinK  out  their  duties  and  functions;  . 

«W  review  the  operations  of  Statewide  Professional  Stand- 
ards  Review  CoimcilE  and  Professional  Standards  R^ej  Orga- 
nidations  with  a  view  to  determining  the  effectiveness  and 
performance  of  such  review  councils  and  orgamza- 
tiors  in  cam  ,  n 2  cut  the  purposes  of  this  part ;  and  . 
tl0«(4)  make  o>arrange  ?or?he  making  of  studies  and  mvc|.ga- 
»{nnc "with  ft  view  to  developing  and  recommending  to  the  Secre- 
tary and  to  the  Congress  measures  designed  more  effectively  to 
ftccoTriDlish  tho  purposes  and  objectives  of  this  paru 
«(f    The  National  professional  Standards  Review  Carnal  f  all 

Ul  time  ^^cth-  «%^*g»$k$rt  nd1  °*2S 
i^V&  t^^SSii^  its  studies  and  investigations 
Sh^wXanyrecommendations  it  may  have  with  respect  to  the 

Kt?of  revfew  activities,  conducted .pursuant  to  this  par*,  c.  each 
State,  and  in  each  of  tho  various  areas  there 

"application  or  raw  tart  to  certain  state  trogums  mcmnsq 

FEDERAL  FINANCIAL  ASSISTANCE 

«Sfc  11C4.  (a)  In  addition  to  the  requirements  imposed  bv  law  as i  a 
condS  of  approval  of  a  State  plan  approved  under  anvt  tic  o  f  this. 
at* ,,„^r  ivhirh  health -care  serv  ces  arc  paid  for  in  whole  or  part, 
JS.  Federal  unds  there is  hereby  impose,!  the  requiiemen 1 1 h,t  pro- 
visions of  this  part  shall  apply  to  the  operation  of  such  piaa  or 

Pr°fbT-n*  requirement  imposed  by  subsection  (a)  with  respect  to 
such  State  planUpproved  under  this  Act  shaH £PPl>-  fa 
in  the  case  of  anv  such  plan  \>nerc  "r .  ^  J 
the  State leSla"  re  is  not  necessary  to  meet  such  requirement,  on 

^t^th^ot^sL  plan  where  legislative  action  by 
the  State  leSature  is  necessary  to  meet  such  requirement,  which- 
ever of  t  he  following  is  earlier— 

"(A)  on  and  after  July  l>rJ i*i or 
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"(B)  on  end  after  the  first  day  of  the  calendar  month 
which  first  commences  more  than  ninety  days  after  the  close 
of  the  first  regular  session  of  the  legislature  of  sut.h  State 
which  begins  after  December  31, 1373. 

"CORRELATION  OP  JUNCTIONS  BETWEEN"  PROFESSIONAL  6TAND.IRD5  REVIEW 
ORGANIZATION.  AND  ADMINISTRATIVE  INSTRUMENTALITIES 

"Sec.  1155.  The  Secretary  shall  by  regulations  provide  for  such  cor- 
relation of  activities,  such  "interchange  of  data  and  information,  and 
such  other  cooperation  consistent  with  economical,  efficient,  coordi- 
nated, and  comprehensive  implementation  of  this  part  (including, 
but  not  limited  to,  ussge  of  existing  mechanical  and  other  data-gath- 
ering capacity)  between  and  among-— 

"(a)  (1)  agencies  and  organizations  which  are  parties  to  agree- 
ments entered  into  pursuant  to  section  1816,  (2)  carriers  which  7C  Stat.  297. 
arc  parties  to  contracts  entered  into  pursuant  to  section  1842,  4?  use  I393h0 
and  (3)  any  other  public  or  private  agency  (other  than  a  Profes-  «  use  l33Su» 
sional  Standards  itcview  Organization)  "having  review  or  con- 
trol functions,  or  proved  relevant  data-gathering  proccd  ares  and 
experience,  and 

ft(b)  Professional  Standards  Beview  Organizations',  as  may 
be  necessary  or  appropriate  for  the  effective  administration  of 
title  XVIII,  or  State  plans  approved  under  this  Act.  42  use  1395, 

"prohibition  against  disclosure  OF  INFORMATION 

"Sec.  116G.  (a)  Any  data  or  information  acquired  by  any  Profes- 
sional Standards  Heview  Organization,  in  the  exercise  of  its  duiie3 
and  functions,  shall  be  held  in  confidence  and  shall  not  bo  disclosed 
to  any  person  tscept  (1)  tc  the  extent  that  may  necessary  to  carry 
out  the  purposes  or  this' part  or  (2)  in  such  cases  and  under  such  cir- 
cumstances as  the  Secretary  shall  by  regulations  provide  to  assure 
adequate  protection  of  the  rights  and  interests  or  patients,  health 
care  practitioners,  or  providers  of  health  care. 

"(b)  It  shall  be  unlawful  -for  any  person  to  disclose  any  such  infor-  Penalty, 
mation  other  than  for  such  purposes,  and  any  person  violating  the 
provisions  of  this  section  shall,  upon  conviction,  be  fined  not  more 
tlian  $1,000,  and  imprisoned  for  not  more  than  six  months,  or  both, 
together  with  the  coses  of  prosecution. 

"limitation  on  liability  fos  feslsons  providing  information,  and 
for  members  and  employees  of  professional  standards  review  or- 
GANIZATIONS, AND  FOR  HEALTH  CARE  PRACTITIONERS  AND  PROVIDERS 

"Sec.  1167.- (a)  Notwithstanding  any  other  provision  of  law.  no 
person  providing  information  to  any  Professional  Standards  Review 
Organization  shall  be  held,  by  reason  of  having  provided  such  informa- 
tion, to  have  violated  any  criminal  lawyer  to  be  civilly  liable  undt-r 
any  law,  of  the  United  States  or  of  any  State  (or  political  subdivision 
thereof)  unless — 

"(1)  such  information  is  unrelated  to  the  performance  of  the 
duties  and  functions  of  such  Organization,  or 

"(2)  such  information  is  false  and  the  person  providing  such 
information  knew,  or  had  reason  to  believe,  that  such  information 
was  false. 

"(b)  (1)  No  individual  who,  as  a  member  or  employee  of  any  Pro- 
fession-il  Standaich  Review  Organization  or  who  furnishes  profes- 


1.77<  i6 


68  STAT.  VU4 


Pub.  Law  92-603  October  30,  1972 

"SSTor  services  to  such  organization,  shall  be  held  by  reason 
of  the  performance  by  Mm  of  any  duty,  function,  or  actJVity 
or  required  of  Professional  Standards  Review  Organizat ions ;«ndw 
this  part,  to  have  violated  any  cnnunal  lav;,  or  to  be  civilly  haola 
under  anv  law,  of  the  United  States  or  of  any  Stats  (or  political  sub- 


'  vrith  respect 

such  action,  was  motivated  by  mahce  toward  any  person  affected  by 

such  action.  ,       ,  -j  /i-*i„a 

"(c)  No  doctor  of  medicine  or  osteopathy  and  no  provtuer  <  -elud- 
ing directors,  trustees,  employees,  or  officials  thereof)  o£  health  care 
services  shall  be  civilly  liable  to  any  person  under  any  ted ^the 
United  States  or  of  a?.y  State  (or  political  s«bd>vision  thereo.)  on 
account  of  any  action  taken  by  him  in  compliance  with  or  reliance 
upon  professionally  developed  norms  of  car?  and  treatment .applied 
by  *  Professional  Standards  Bevsew  Crpmizattcss  (wmch  has  cl-su 
B  V30  SLgnated  in  accordance  with  section  1152(b)  (1)  (A))  operatmgm 
Art..  P.  1.30.     aes  put;  r  ^  ^  rf  medkin8  0f  03tcop6tj,y  0r  provider  took 

»chaetigbutong  K-^  ^      ^  ^  o{  ft  ^  pfacti. 

tioner)  in  the  exercise  of  his  profession  i*  a  doctor  of  medicine 
or  osteopathy  (or  in  the  case  of  a  provider  of  health  care  semces) 
in  the  eierciss  cf  his  functions  as  a  provicer  of  health  cars  serv- 

1C^(2?  he  exercised  das  cars  in  all  professional  conduct  taken  or 
directed  by  him  end  reasonably  related  to  end  resulting  from, 
the.  actions  taken  in  compliance  with  or  reliance  upon  such  pro- 
fessionally accepted  norms  of  care  and  treatment. 

"ATrTHOMZATIOS  ICS  USE  OF  CERTAIN  TCXUS  TO  ADSHSISTER  TirE 
FROViSIOKB  C?  THIS  P-'JST 

"Sec.  1163.  Expenses  incurred  in  the  administration  of  this  part 
sl.allbepyalhjrom- g  j  T    t  Fund; 

««(b)  funds  in  the  Federal  Supplementary  Meaicai  insurance 

T^)FfUn^s  appropriated  to  carry  out  the  health  care  provisions 
of  the  several  titles  of  this  Act;  j4  •  i, 

in  such  amounts  from  each  o£  the  sources  of  funds  (referred  to  in  sub- 
Sctions  (a),  (b),  and  (c) )  as  the  Secretary  shah  deem  to  be  fair  and 
Sable  af  er  taking  into  consideration  tfie  costs  attributable  to  the 
Xinistration  of  this  part  with  respect  to  each  of  such  plans  and 
programs. 

"tecfwal  assistance  to  onoASizATiONS  vamsa  TO  HE  DEHOKATB) 

AS  PP.orESSIOKAL  STANT9ABDS  REVIEW  ORGANIZATIONS 

"Sec  116!>  The  Secretary  is  authorized  to  provide  all  necessary 
technical  and  other  assistance  (including  the  preparation  of  prototype 
plans  of  organization  snd  operation)  to  organizations  described  in  sec- 

ti0n  ""(a)  SrSa  dSire  to  be  designated  as  a  Professional  Stand- 
ards  Review  Organization;  and  . 

"(b)  the  Secretary  determines  have  a  potential  for  meeting  the 
requirements  of  a  Professional  Standards  Review  Organization; 


±?8< 


17 


October  30,  1972  Pub.  Law  92-603 


eg  SWT.  1445 


to  assist  such  organizations  in  developing  a  proper  plan  to  be  sub- 
mitted to  the  Secretary  an;!  otherwise  in  preparing  to  meet  the  require- 
ments oi  this  part  for  designation  as  &  Professional  Standards  Ilev^7 
Organization. 


"Sec.  1170.  The  provisions  of  this  part  shall  net  apply  ^ith  respect 
to  a  Christian  Science  sanatorium  operated,  or  listed  and  certified,  by 
the  First  Church  of  Christ,  Scientist,  Boston,  luassachuseits." 
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BECTTOIf-BT-SECTXOIf  BUMHi-ET  0?  AMSTOitEST  ' 

Declaration- of  purpose 
Sec.  H">2.  Purple  of  the  subtitle  la  to  promote  effective,  efficient  and  eco- 
nomical delivery  of  health  serried  for  which  payment  may  bo  mada  under  the 
Social  Security  Act,  through  application  of  professional  standards  review  pro- 
cedures -ryr'!'  _  would  assure  that  such  services  are  of  appropriate  quality,  and  are 
provided  omy  7'?en  necessary  and  then  in  the  most  economical  fashion  consistent 
with  profess!-.-'  .  recognized  health  caic standards. 

Designation  of  Professional  Sta7idard3  Rcziew  Orcanisaticr,  (P3R0) 

Sec.  1252.  Hie.  Secretary  cf  EeUth,  Education,  and  Welfare  stall  at  the 
earliest  practicable  date,  bui  prior  to  January  L,  1973.  enter  Into  agreements  in 
each  area  of  the  United  States  with  qualified  organisations  to  serve  aa  Profes- 
sional Standards  Kertsw  Organisations  (PSRO). 

la  makLns  such  ag3reetaoat%  the  Secretary  would  give  first  priority  to  local 
medical  organizations  which  represent  a  substantia*  portion  of  physicians  in  the 
area.  Where  such  groups  are  enable  or  unwilling  to  enter  into  agreements.- the 
Secretary  would  make  such  agreements  with  other  private  nonprofit,  publie,  or 
other  agency  or  organization  with  professional  competence. 

The  agreement  shall  provide  that  the  designated  organisation  will  perform 
the  duties  and  Sanctions  of  a'PSEO  and  that  the  Secrete  ry  snail  pay  for  reason- 
able act!  necessary  expenses.  Agreements  shall  bo  for  periods  of  12  months,  and 
may  be  terminated  by  the  organisation  upon  reasonable  notice,  or  by  the  Secre- 
tary after  a  formal  hearing; 

Review  pending  designation  of  Professional  Standards  Re-view  Organization. 

Sec?.  13.53.  Pending  asanas?  tlo  a  of  responsibility,  and  demonstration  c£  capacity 
for  improved  re-slaw  efforts  by  a  PSEO.  presently  authorized  review  and  audit 
activities  shall  be  continued. 

Trial  period-  for  Professional  Standards  Revieto  Organisation 

Sec,  3154.  Tfca  Secretary  shall,  after  receipt  and  approval  of  a  formal  plan  for 
progressive  assumption  of  fall  responsibility,  initially  designate  an  otzaxass.ti.on 
r<*  a  PSRO  ca-  a  conditional  basis.  During  the  trial  period  (not  to  exceed  24 
months)  the  Secretary  may  require  the  P3E0  to  perform  onlj  such  duces  and 
functions  aa  he  deems  them  capable  of  perfotming;  Assumption  of  responsibility 
for  dntic-3  should  proceed  in  accordance  with  the  approval  plan,  so  that  at  the 
end  of  the  tela 

An  assreems 

isay  be  terminated  by  either  party  on  <H>  days'  notice: 

Any  duties  and  functions  not  performed  by  a  PSRO  during  the  trial  pencd 
shall  continue  to  bo  performed  as  presently  authorized.  The  Secretary  is  author- 
ized to  waive  any  other  review  requirements  where  be  finds,  based  on  substantial 
evidence,  rhsc  the  PSRO  meets  or  exceeds  those  requirements. 

Duties  and  functions  of  Professional  Standards  Review  Organisation 

SBC.  1155.  It  shall  be  the  duty  and  function  of  each  PSRO  to  assume,  respon- 
sibility for  review  of  the  professional  activities  of  health  care  practitioners  and 
providers  with  respect  to  health  care  services  and  itens  for  which  payment  may 
be  mads  under  the  Social  Security  Act.  Such  review  shall  be  for  the  purpose  of 
determining  whether  the  services  are  necessary  to  proper  health  care:  meet 
recognized  professional  standards  of  health  ears ;  and  are  provided  in  the  most 
economical  fashion  consistent  with  recognised  standards  of  care. 

Each  PSRO  may  also  determine,  in  advance,  that  elective  inpatient  admissions 
or  extended,  costly  out-patient  courses  of  therapy  meet  the  above  criteria.  Has* 
pital  admissions  shall  be  approved  for  certain  periods  related  to  patient  age  and 
diagnosis:  and  recrrtiflcation  hy  ths  attending  physician  snail  be  necessary 
for  extensions  of  the  pc-riod  initially  approved. 

A  PSRO  is  authorized  to  accept  "In-house"  bosiptui  review  to  the  extent  it 
meets  ths  requirements  ar.d  responsibilities  of  the  PSRO. 

Each  PSRO  shall  be  responsible  for  the  development,  maintenance  find  review 
of  practitior.pr.  patlenf.  and  provider  service  p-onles. 

Each  PSRO  is  authorized  to:  utilize  specialists  as  needed  in  the  review  process: 
undertake  necessary  professional  inquiries:  and  examine  perrln<"if  records 
and  sites  of  care. 
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Xorfvt  of  health  care  services  for  various  illnesses  or  health  conditions 

Sec.  11S3.  Each  PSRO  sball  apply  professionally-developed  and  published 
norms  of  care  and  treatment  based  upon  patterns  oi  practice  In  the  re-,don  as 
principal  points  of  evaluation  and  review  in  determining  quality  and  medical 
necessity  oi  services. 

Where  cereal  norma  In  an  area  differ  significantly  from  rcsiona!  norms,  tna 
PSRO  can.  with  approval  ot  the  National  Professional  Standai  .13  Renew 
Council.  ap*ply  such  norms  In  its  ssographi*  area.  The  National  Eerlew  Conned 
shall  prepare  and  distribute-  to  each  P2P.0  appropriate  materials  concerning 
the  rcs£ous.l  and  national  norms  to  ha  utilized  as  Initial  chcclipointa. 

Submission  of  reports  by  Professiar.cl  Standards  Review  Organization 

Sec.  115T.  If  a  PSP.O  determines  that  a  practitioner  or  provider  has  violated 
any  obligation  imposed  by  Sec.  U60.  the  PSRO  shall  transmit  a  report ot 
undines  and  recommendation  to  the-  Secretary  through  the  Statewide  Profes- 
sional'Standards  Review  Council,  which  shall  transmit  the  report  and  recom- 
mendation along  with  such  comments  as  the  Statewide  Council  deems  ap- 
propriate. 

Requirement  of  review  appro-sat  as  condition  of  pzyr.ient  of  cfas'sw 

Sec.  125&  Where  a  PSRO  has  reviewed  and  disapproved,  a  b?aith  care  serv- 
ice, and  has  noticed  the  practitioner  and  provider  and  she  patient  of  the  dis- 
approval, no  Federal  funds  appropriated  under  the  Social  Security  Act  shall  be 
usi-i  for  ths  oaynscnt  of  any  claim  for  the  provision  of  such  disapproved  services. 

The  FSEO,  upon  disapproval  of  a  proposed  sem'ee.  shall  inaptly  notify  any 
clair^s  payment  at-ency  concerned  of  such  disapproval. 

Sec.  1158.  Provides  beneficiaries  aad  recipients  with  risbt  to  appeal  advert 
rSKO  decisions  to  Sta-ewide  PSRO  Consci[3  and  Secretary  cf  HEW  where 
amount  involved  Is  $100  mor». 

Obligation  of  Health  Cars  Practitioner  arid  Providers  of  Health  Care  Services— 

Sanctions  esd  Paucities 

Sec.  1160.  It  shall  be  the  obligation  of  any  health  csre  practitioner  or  provider 
to  assure  that  the  services  they  provide,  for  which  payment  may  be  made  under 
the  Social  Security  Act.  will  be  provided:  only  when  medically  necessary:  will 
meet  recognized  professional  standards  of  health  care:  and  In  the  case  of  in- 
patient services  will  be  provided  in  the  most  economical  facility  consistent  with 
professionally  recognized  he  uith  care  standards.  ___ .  a  .  ...  _ 

If  after  reasonable  notice  and  opportunity  for  discussion,  a  PSRO  flads  that  a 
practitioner  or  provider  has  consistently  failed  to  comply  or  has  flagrantly  fnileil 
to  conipiy  with  his  obligations,  the  PSRO  may  then  recommend  to  the  Secretary 
(-ad  he  may  require  that  such  practitioner?;  or  providers  pay  an  amount  related 
to  the  cose  of  unnecessary  or  excessive  sen-ices  not  to  exceed  ZS.QQu  (as  r,  condi- 
tion of  remaining  eligible  for  program  payments  for  Uls  services  \  or  the  Secre- 
tary may  temporarily  or  permanently  exclude  such  practitioner  or  provider 
from  the  program). 

Notice  to  Practitioner  or  Provider 

S^c  1151  Whenever  n  PSRO  takes  any  action  which  denies  approval  of  a 
proposed  service  or  indicates  that  a  practitioner  or  provider  has  violated  the 
obligations  Imposed  upon  him.  the  PSRO  shall  give  notice  to  the  practitioner  or 
provider,  ami  provide  an  appropriate  opportunity  for  discission  and  review. 

StntcioUieProfesdnr.al  Standards  Rcvieio  Councils:  Advisory  groups  to  such 

Councils 

Sec  116°  In  each  State  with  three  or  more  Professions!  Standards  Review 
Organizations  the  Secretary  -"ball  appoint  a  Statewide  Professional  Standards 
Review  Council  consisting  of  one  representative  from  each  PSRO,  two  physicians 
de«i"^ated  bv  the  Stare  Medical  Society,  two  physicians  nominated  by  the  Star? 
Hospital  Association  and  four  public  members  knowledgeable  in  health  care 
frcm  the  State  selected  by  the  Secretary  as  public  representatives. 
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It  ahill  be  the  function  of  each  council  to  coordinate  the  activities  of  and  dis- 
seminate data  among  the  various  PSBOs  and  promptly  to  transmit  to  the  Secre- 
tary reports  and  recommendation;*  received  froia  its  PS30s  and  to  otherwise 
assist  tie  Secretary. 

The  Secretary  shall  make  payments  to  cove?  reaaciioLte  and  necessary 

Each  Statewide  Council  shall  be  adviccd  find  assisted  by  an  Advisory  Group 
consls&j*?  of  representatives  of  the  various  types  of  health  care  practitioners 
(other  Lhaja.  physicians  j  and  providers,  providing  covered  health  care  services 
la  a  State  which  it  shall  select  in  accordance  vriiii  regulations  prescribed  by  the 
Secrecazy.  • 

UetloneJ  Pruffssiaxst  Standards  Revitio  Council 

32R  Tfcsre  shall  be  established  a  Jfatiosnl  Professions!  Standards  Re- 
view Couacil  coaalstins  of  eleven  physicians  appointed  by  the  Secretary  for 
three-year  terms.  A  majority  o{  the  members  of  th*>  Council  shall  consist  of 
physicians  or  rec-Oirnisad  standing  and  distinction  la  the  appraisal  of  medical 
practice  nominated  by  one  or  aaore  national  organizations  representing  practic- 
ing physicians.  The  Secretary  shall  provide  sacii  personnel  and  other  assistance 
as  may  be  accessary  for  the  Council  to  earsy  out  its  functions. 

T  a  Council  s Stall  advise  the  Secretary  is  tae  administration  of  his  part :  dis- 
trict 'a  mesg  $tste«rida  Councils  and  PSROs  pertinent  information  and  data ; 
review  the  opcraflsa  of  F3EOs  with  a  vis?.-  to  deteriElalag  their  comparative 
effeetivesesa  and  performance;  and  approve  or  disapprove  requests  of  I'SEGs 
for  usage  of  otae?  thae- regional  norms.  The  National  Cooaci*.  saali.  ae  Isasc  an- 
nually, ssfesjit  in  the  Secretary  and  the  Congress  a  re-pott  on  its  activities,  aad 
comparative  data  {ndic&Uag  tae  result-  of  review  activities  in  each  Stats  asd 
aria. 

Application  of  tkia  amendment  in  curtain  State  programs  receiving  Federal 

gnaaeiaS  assistance  ■ 

Sse.  1164.  Provisions  of  this  amendment  shall  apply  to  the  operation  of  any 
State  plan  approved  raider  tie  Social  Security  Act  as  health  care  programs. 

Corrclatioaof  ftsnetiona  hsttssen  Professional  Standards  Review  Organisations 
and  administrative  instrumentalities 

Sss.  HQS-.  Tbs  Secretary  shall  by  regulation  provide  fcr  correlation  and  cooper- 
ation between  carriers.  Intermediaries,  government  afjescies  and  PSEOs.  Such 
cooperatlea  shall  include  usage  of  existing  mechanical  and  other  data  garnering 
capacity  vrhc-re  appropriate. 

Frohibiiisa  against  disclosure  of  information 

Sec  LT6S.  Any  information  acquired  by  a  PSP.O  in  the  discharge  of  Its  func- 
tions shall  be  held  in  conddence.  expect  as  may  be  necessary  to  carry  out  the  pur- 
pose of  this  part  or  to  assure  adequate  protection  of  the-  rights  of  patients,  prac- 
tldoaef3  oe  providers.  Disclosures  of  information  ntber  tbsn  for  such  authorized 
purposes  shall  be  unlawful  and  shall  upon  conviction  be  punishable  by  a  hue 
of  up  to  9UQSO  and  Imprisonment  for  up  to  8  months. 

Limitation  on  liability  fur  persons  providing  information  and  formanbers 
and  employees  of  PSROs 

Sss.  H67.  Persons  providing  Information  aud  members  or  employees  of  PSP.Os 
shall  in  general  not  be  liable  if  such  iaXorsaatloa  were  genuine,  and  if  any 
actions  tuken  ere  not  motivated  by  malice.  An  action  shall  be  deeroed  to  be 
motivated  by  malice  if  the  individual  or  PSEO  has  consistently  failed  impartially 
to  take  similar  action  in  similar  circumstances  involving  other  persons  or 
providers. 

Authorization  for  nee  of  certain  funds  to  administer  the  provisions  of  the  part 

Sec  116?.  Expenses  incurred  in  tbe  administration  of  this  part  shall  be  pay- 
able from  van  Hospital  Insurance  Trust  Fond,  the  Supplementary  Medical  Trust 
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Fund,  and  funds  appropriated  for  ether  Titles  of  the  Social  Security  Act  In  sack 
proportion  as  the  Secretary  deems  to  be  equitably. 

Sec  U69.  Toe  Secretary  is  authorised  to  prnvute  all  newssnry  technical  assist* 
ajRC?  to  appropriate  crrjaaizatioaa  in  developing  a  piaa  for  designation  of  saca 
orssjilzaiSoas  aa  PSEG's. 

Authorisation  of  aerTittiatreHon  project 

Sec.  ll~Q.  Ths  Sectary  is  authorized  to  cats?  into  zr^isicats  (er.dlsj?  not 
later  than  23Ti)  with  snsh  number  of  PSECs  as  are  necessary  to  permit  a  com* 
parisoa  of  results  wfce-rs  a  P3EG  assumes  &  financial  rial:  for  th.es  payment  of 
Medicare  ci&haa  la  eositrsst  to  areas  whsra?  a  PSiiO  doaa  not  as^asc®  financial 
slate, 

Waes»  a  FSBO  Indicates-  a  willingness  and  capacity  to  assume  financial  respon- 
eibillJy  for  the  rev-lew  and  payment  of  all  claima,  reisbarseiaant  to  such  iPSHOs 
cay  b*  tc-nle  oa  a  capitation,  prepayment,  toured  or  related  basis  for  renewable 
contract  psricxte  net  exceeding  oae  year*.  Suca  amounts  may  ncs  exceed  per  capita 
bens3dary  costs  in  the  area  eoEecraad  during  the  preceding  12-month  period. 

Wufiva  saca  asre-emeats  are  negotiated  provision  shall  be  made  for  the  PSRO 
to  aajsrsa  a  rh;i£  by  making  payments  for  physicians'  services  at  a  rate  ncc  in 
excess  of  80%  of  otaerelsa  allowable  amounts  for  such  services. 

Asy  saaa  r^maiaing  at  the  end  of  the  agreement  period  shall  be  divided  so  that 
fee  Geverazaest  receives  S09<?  of  the  savings.  The  Government  shall  also  receive 
amounts.  If  any.  remaining  after  the  PSROa  have  received  the  20  percent  or  other 
rials  faetoe  withheld  and  &a  ineca'dve  paymc-st  not  in  excess  of  23%  of  100%  cf 
the  physidaas'  allowable  program  charges  dsriag  the  agreement  period. 

Renewable  agreements  ahail  be  at  the  bass  o?  initial  year  rate  of  payment 
adjusted  for  appropriate  ineraasea,  If  any,  in  the  unit  costs  of  covered  services 
durirc.  tss  prior  year. 
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